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In the
SUPREME COURT
of the
STATE OF IDAHO

Reed J. Taylor,
Plaintiff-Appellant,

v.

FILED - COpy

AlA Services Corporation, et aI,
Defendants-Respondents.

CLERK ' S RECORD ON APPEAL
VOLUME XXV

Appealed from the District Court of the
Second Judicial District of the State of Idaho ,
in and for the County of Nez Perce
The Honorable Jeff M. Brudie
Supreme Court No . 36916-2009

RODERICK C. BON D
ATTORNEY FOR PLAINTIFF-APPELLANT
GARY D. BABBITT
ATTORNEY FOR DEFENDANT AlA CORP-RESPONDENTS

I,

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE STATE
OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

)
)
)
Plaintiff-Counterdefendant-AppellantCross Respondent,
) SUPREME COURT NO. 36916-2009
)
v.
)
)
AIA SERVICES CORPORATION, an Idaho
) TABLE OF CONTENTS
corporation; AIA INSURANCE, INC., an Idaho
) VOLUMEXXV
corporation; R. JOHN TAYLOR and CONNIE
)
TAYLOR, individually and the community
)
property comprised thereof, BRIAN FREEMAN, )
a single person; JOLEE DUCLOS, a single person )
)
and JAMES BECK and CORRINE BECK,
)
Defendants-Counterclaimants)
Respondents-Cross Appellants-Cross
)
Respondents,
)
)
)
and
)
CROP USA INSURANCE AGENCY, INC.,
)
)
an Idaho corporation;
)
Defendant-Respondent-Cross Respondent, )
)
)
and
)
)
401(k) PROFIT SHARING PLAN FOR THE
)
AlA SERVICES CORPORATION,
)
Intervenor-Cross Appellant-Cross
)
Respondent.
)
)

REED J. TAYLOR, a single person,
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AlA Services Co

Notes to Consolidated FInancial

Activity in the liability for claims in the course of settlement and
unrecorded claims as it applies to accident and health policies are as
follows (includes unpaid clallns included in continuing operations of
$64)050 at December 31, 1997):
..0....----.,. __

~

_ __

Balance, beginning afyear,
accident and health
Less reinsurance recoverable

1997

1996

$ 1,069,916

$ 5,853,825

(167,418)

- (190,040)

902 t 498

5,663,785

Total mcurred during year

22,618,930

1,794,107

Paid in current year related to:
Current year
Prior years

11,452,120
4,902,968

2,923,908
3,631,486

Total paid

16J 355,088

6,555,394

7,166,340

902,498
167,418

7,1667340

1,069,916

Net balance, beginning of year

Net balance, end of year
Plus reinsurance recoverable
Balance, end afyear, accident
and health
Net life claims liability

Total unpaid claims, end of year

3,016
$ 7,169,356

$ 1,069,916
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AlA Services Corp
and Subsi
Notes to Consolidated Financial

Dispositions and Reinsurance
During 1995 and 1994, Universe entered into various agreements
with Centennial, pursuant to which Universe sold or reinsured its
group universal health (GUH) business.
Under a transfer
agreement and related reinsurance agreements, Universe transfened
all of its GUH morbidity underwriting risk, other than that related
to totally disabled claimants. to Centennial Effective December 1,
1997, in connection with a formal Plan of Rehabilitation, Universe
completed the cancellation of substantially all ofthe GUH insurance
policies previously reinsured, assumed or written by Centennial and
arranged for the certifica.teholders to obtain similar coverage from
Trustmark . The cash value obligation for the SBA and VB of the
certificateholders remained with Universe, which was subsequently
paid in January 1998
Effective July 1, 1995,90% of the long-term care business of Great
Fidelity was ceded to ALICRG on a quota··share basis . In March
1998, the Company transferred the agreement with AL I CRG and
executed an assumption reinsurance agreement with Central States
to transfer all long-term care in force policies as of an effective date
of January 1, 1998. Ihe insurance agreement with Central States
provides for the Company to receive a monthly fee equal to 3 5%
oftne net gross premiums collected on all reinsured contractS_
Summary' of' significant reinsurance amounts affecting the
accompanying financial statements as of and for the years ended
December' 3 I, 1997 and 1996 is presented below. The ceded
balance sheet amounts have been classified as assets in the balance
sheets of Universe and Great Fidelity in accordance with the
provision of SF AS 113 .
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Notes to Consolidated Financial

1997

Assumed

Ceded

B~lance

sheets:
Nonaffiliates:
Future policy benefit$ and claims:
. Accident and health

$

158,406

- $

Amounts recoverable fi"Om
remsurer

1,394

.. $

Reinsurance receivables

159.800

i997
Assumed
Statements of income:
Nonaffiliates:
Life insurance premiums
Accident and health insurance
premiums
Benefits and claims
Commission and expense
allowances on reinsuJ1}nce
ceded

. Ceded

$

- $

$

$ 3,245,726
- $ 2,240,088

$

- $

3,744

1,209,991

1996

: Assumed
Ceded
._----------------'---------Balance sheets:
Nonaffiliates:
Future policy benefits and claims:
Accident and health
$
Amounts recoverable from
reinsurer.
Reinsurance receivables

$

.- $ 13,330,533

- -.........-

781,830

- $ 14,112,363
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1996
Assumed
Statements of income:
Nonaffiliates:
Life insurance premiums
Accident and health insurance
premiums
Benefits and claims
Commission and expense
allowances on reinsurance
ceded

Ceded

$.

- $

$

$

- $ 18,825,289
- $13,956,351

$

- $ 4,428,378

192,548

The Company evaluates the financial condition of its reinsurers and
monitOIs concentrations of credit risk arising from similar
geographic regions, activities, or economic characteristics of the
reinsurers to minimize its exposure to significant losses from
reinsurer insolvencies . Amounts for ceded future policy benefits
and claims would represent a liability of the Company in the
unlikely event .that its reinsurers would be unable to meet existing
obligations under reinsurance agreements.
Income Taxes

I · .
j

The significant components of the Company's net deferred tax
assets and liabilities related to discontinued operations at December
31 are summarized as follows:

- - - -.-------Deferred tax assets:
Policy reserves
Net operating loss canyforwards
. Other

__

----.i997
----_. 1996.$

130,000
1,018;000
150,000

$

69,807
4,730,934
274)80

_____;___......----"-...::1.!:.2::..9.::.8,!..:,O..:...OO.::..-.--=5..!..:,O:...:.7.::.5,!..:,1:::..2~1
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1997
DefeITed tax liabilities:
lax over book depreciation and
amortization
Deferred gains on installment
sales on real estate
Net unrealized gains on available·
for··sale securities
Deferred policy acquisition costs
Other

Valuation allowance
Net defelTed tax asset (liability)

1996

(10,000)

(136,616)

(210,000)

(327,467)

(60,000)

(59,631 )
(55,555)
(12,478)

(280,OOO)

(591,747)

(1,018,000)

(4,483,374)

$

-

$

At December 31, 1997, the long-term care and group universal
heaJth operations of Universe and Great Fidelity have
approximately S3 million in net operating loss carryforwards
available to offset future taxable income which expire through
2011.

Regulatory Requirements and Other Matters
Generally, the net assets of Universe and Great Fidelity available
for transfer to the Company are limited to the amounts by which
the net assets exceed minimum capital requirements .
Under Idaho insUrance law, dividends may be paid by Universe only
from profits or earned surplus and require Idaho Insurance
Department (Department)' approval if the dividend is in excess of
the greater of 10% of surplus or net gain from operations of the
prior year. Universe may not pay a dividend without prior approval
from the Department
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Under Indiana insurance law, the minimum statutory capital and
surplus required is $450,000. Great Fidelity may not pay dividends
that reduce surplus to less than 50% of capital stock.
Extraordinary dividend payments which exceed the greater of the
net gain from operations or 10% of surplus from the preceding year
require approval from the Indiana Commissioner ofInsurance.
Universe and Great Fidelity file annual statements with the
Department of Insurance of the states of Idaho and Indiana,
respectively, prepared on the basis of accounting practices
prescribed or permitted by such regulatory authorities. PresCT10ed
statutory accounting practices include a variety of pUblications of
the National Association of Insurance Commissioners (NAIC), as
well as state laws, regulations and general administratixe rules.
Pennitted statutory accounting practices encD~pass all accounting
practices not so prescribed . The Company has no material
permitted statutory accounting practices
On March 5, 1996, at the direction of its Board of Directors,
Universe and the Idaho Department of Insurance (the Department)
entered into a Stipulation and Order of Rehabilitation (the Order) in
the District Court of the Fourth Judicial DiStrict of the State of
Idaho (the Court). Pursuant to the Order, the rehabilitator
appointed by the Department took possession of Universe's assets.
In addition, Great Fidelity consented to a modified supervision
order issued by the Indiana Department of Insurance on March 6,
1996
Under both orders, the present management of both
companies was retained. A formal Plan .o fRehabilitation (the Plan)
was filed with the Court on August 8, 1997 and was amended and
approved
October 7, 1997. The Plan became effective upon an
offer of replacement coverage from Trustmark, an acceptable third
party insurer to all certificateholders insured under the group
universal health policies originally issued by Universe. 1he Plan
required Centennial to deposit $14.5 million pillS net premiums
(defined as gross premiums less claims, commissions, taxes and
administration and trust fees) from September 1, 1997, into a

on

'.
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segregated trust account under the control of the rehabilitator, and
rescinded or terminated all contracts and agreements between
Centennial and Universe (see Note I}
Universe and Centennial reserved toe right to continue negotiations
to resolve their respective claims relating to Centennial's activities
associated with the administration ofthese policies.
On February 4, 1998, the Commission of the Kansas Insurance
Department (the Centennial Rehabilitator) was appointed as
rehabilitator of CentenniaL
On February 19. 1998. the Court entered a Judgment a~ainst
Centennial for restitution and return by Centennial of Universe's
assets held by Centennial and/or the Centennial Rehabilitator in the
aggregate amount of $19.3 million. Ihe Court further ordered that
Universe was entitled to interest on its net assets held while in the
possession of Centennial. Universe received a transfer of $13.5
from the segregated trust account in December 1997. Ihe Court
ordered Centennial to place $9. 5 million on deposit in the same
segregated truSt account, which represented the remaining Universe
assets of $5 8 million plus the interest on the total assets of $3.7
million, as calculated over the period for which theses assets were
under the control of Centennial
Universe estimates that if the entire $9.5 million is ultimately
collected from Centennial, Universe will incur liabilities
approximating $8.1 million for the payment of certain
administrative costs, legal fees and for future policy benefits .
Should the amount collected be less than $9.5 million, the related
liability would also be reduced by an amount which management
believes would approximate the uncollected judgment amount .
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The following reconciles the statutory net income (loss) of
Universe and Great Fidelity, as filed with regulatory authorities, to
the net income included in the accompanying consolidated financial
statements (as discontinued 'Operations) based on generally
accepted accounting principles (GAAP) for the years ended
December 31, 1997 and 1996:

-----Statutory net income (loss)
Adjustments to reconcile to the
basis of GAAP:
Future policY benefits
Depreciation and amortization
Deferred gain on sale of real
estate
Deferred acquisition costs
Cost of insurance and licenses
acquired
Prepaid expenses
Interest maintenance reserve
GUHgain
Other

1996

1997
$ 7,225,795

$ (2,458,247)

4,129,443
74,504

688,397
(15,646)
32,842
(163,397)

32,842
(351,483)

(106,612)
(33,599)
(61,021)
1,542,235
(28$,994>.

(54,816)
(60,150)
(38,885)
(372,703)

Net income in accordance
with GAAP

$ .8,820,000

$

900,505

The following reconciles the statutory capital and surplus (deficit)
of Universe and Great Fidelity, as filed with regulatory authorities,
to stockholder's equity (deficit)' of Universe and Great Fidelity in
accordance with GAAP which includes the n'et assets (liabilities) to
oe disposed and stockholder's c;quity ($1,822,242 at December 31,
i 997) included in continuing operations in the accompanying
consolidated financial statements for the years ended December 31,
1997 and 1996:
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Notes to Consolidated Financial

1997

Statutory capital and surplus (deficit)
Cumulative effect of adjustments
to reconcile to the basis of GAAP:
Non-admitted assets
Asset vatuation reserve
Interest maintenance reserve
Future policy benefit
Differ ence bet?w'een amortized
cost and fair value of debt and
equity securities available for
sale, net of deferred taxes
Deferred gain on sale of real
estate
Deferred income taxes
Deferred acquiSition costs
Cost of insurance and licenses
acquired
Gain on sale of GUH business
Prepaid expenses
Stockholder's equity (deficit) in
accordance
with GAAP
,.

$

~+..,;~

1996

i,508,667 $ (3,537,883)

362,249
184,515
740,941
(492,041)

709,775
280,006
801,962
(900,675)

47,915

(26,725)

(361,261)
(101,097)

(423,917)
(113,054)
164,843
1,618,125
(4,900,000)
33,599

$ 1,889,888 $ (6,293,944)

Risk Based Capital

,

The annual statement instructions of the National Association of
Insurance Commissioners require the calCulation of risk-based
capital (RBC) for all life insurance enterprises The REC serves as
a benchmark for the regulation of life insurance companies by state
insurance regulators. RBC provides for surplus fonnulas similar to
target surplus formulas used by commercial rating agencies.. The
formulas specify various weighting factors that are applied to
financial balances or various levels of activity based on the
perceived degree of risk, and are set forth in the REC requirements
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Common Stock
See Note 7 for discussion regarding purchase of common stock
from fonner majority stockholder.
Employee Benefits Plans
T he Company may grant options to purchase shares of common
stock to key employees of the Company under a stock option plan
The exercise price shall be no less than the fair market value of the
shares on the grant date, The options vest immediately upon
issuance and generally expire within five years
The following table summarizes stock option activity:

Shares

Exercise
Price Per
Share

Outstanding at January I, 1996
Granted
Expired or canceled
Exercised

507,]57
48,174

$001-$] 22
$195

Outstanding at December 3 J, 1996
Granted
Expired Of canceled
Exercised

555,331
101,219

Outstanding at December 31, 1997

656,550

Number

of

,--------_..

$

0.01-$1.95
$3.42

---------._$0.01-$3.42 .

41
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Notes to Consolidated Financial

The following table sununanzed information about fixed-price
stock options outstanding and exercisable at December 31, 1997:

Range or
E.,(,-'TCisc
Prices

Options Outstllndinl!
WeightedAverage
WcightedAverage
Remaining
Contractual
Exercise
Number
of Shares
Price
Life
SO.O)
$1.21

5.00

Options Exercisable
WeightcdAverage

Number
ofShare.t

Exercise
Price

475,000

$0 01
31.22
31.95
S3.42

475,000
32,157
48,174
101.219

500
375
4.75

31.95
33.42

101.219

SOO!
SI21
S) 95
S3.42

SO.OI-.'S3.42

656,550

4.87

S1.65

656.550

$2.65

32,157
48,174

Under the pro-nsions of SF AS No. 123, the Company's net 'income
would have been reduced to the pro forma amounts indicated
below:

Years ending December 31,
Net income
As reported
Pro forma

1996

1997

$
$

9,790,505
9,703,014

$
$

1,722,454
1,698,712

The Company maintains a profit sharing retirement plan with an
IRS Code Section 401 (k) feature covering substantially all
employees who have completeq one year of service. Employee
elective deferral contributions are 100% vested and Company
contributions are fully vested after seven years of participation.
The Company's contributions to the plan were $59,000 and
$124,847 in 1997 and 1996, respectively.

, .
iI .-

Jhe Company has an employee stock ownership plan covering
employees who have completed one year of service. Employees
are fuJly vested after five 'y~s of participation. There were no
contributions to the plan in 1997 or 1996. Non-vested participants'

42
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amounts are forfeited upon departure from the Company and
reallocated to remaining participants.
1he Company also has an agents' stock ownership plan.
contributions were made to the plan in 1997 or 1996 .

9.

Operating Leases

No

The Company leases data processing equipment, office equipment
and office space as lessee under lease agreements which are
accounted for as' operating leases. The data processing and office
equipment leases expire over the next two years. . T he -office facility
lease expires in eleven years. In. most cases, management expects
the leases to be renewed or replaced by other leases upon
expiration of current lease terms.
Minimum lease payments required under operating leases that have
initial or remaining noncancelable lease terms in excess of one year
as ofDecember31, 1997 are as follows:
'year ending December 3 ],
1998
1999

2000
2001
2002
Thereafter

Amount
$

372,813
331,640

283,200
283,200
283,200
1.805,700

S 3;359.753
Iotal rent expense for all operating leases was $3 6} ,325 and
$443,575 in 1997 and 1996, respectively.
10.. Contingencies

Various lawsuits against the Company have arisen in the ordinary
course of business Management believes that contingent liabilities
that may arise from these lawsuits will not be material in relation to
the financial position or results of operations of the Compf!.IlY_
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Smck Redemptio1;l Agr'eement .

~

I

This Stock Redemption Agreement (this "Agreement'? is made and entered into as of
oJ 1995. b:r and mnong AIA Services Cm:poration, an Idaho COIpOla:tio~
mpani), and Reed J. Taylor("Sbareh.older'j.

. . ,. ?.~

Recitals

A
Company is the parent .holdiI,1g company and OWD.eI of all of the capital stock
(othex ift.an Director Qaa.Iifying Shares) of 'ihe Uniyerse Life Inswance ~rrlpany, an Idaho
domestic insurance C<?lDPany CtTnivcrse''), AlA Insurance, Inc. ("AlAI), and Farmers Health
Alliance Administrators, Inc. ("Fru:mersj. Great Fidelity Life Insmance ComPiUlY. a stotk life
mS1lIance company domiciled in Indiana C'Gteat Fidclity''), is a wholly-owned subsidiary of'
Universe
B.

Shareholder o-wns 613,494 shares of common stock of Company (the "Shares"):

.C.
Company desires to redeem the Shares and Shareholder desires that the Sba:res be
redeem.ed, on the ter:ms anq subject to the conditions hereinafter set forth.
Agreement

Fo! good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the parties agree as fullows:
Atticfe. I -Defl11itioru

In addition. to the terms defined elsewhere in this Agreement., including the preamble and
recitals above, the followingterm.s sliaU take the following ascribed meanings:

UAgreement, "thJ.r Agreement," "hereto, " "hereof," "herein. " Ithert:'ll11der, "hereby"
and s.imilar expressions refe.t to this Agreement. including the schedules and exhibitB attached
hereto, and not any specific article, section, subsection or other subdivision hereof or thereof
U

II

"Bonds" has the meaning ascribed to it in Section 10 of the S10ckPledge Agreement
(Exhibit B hereto)..

"CAP Program".has the meacing ascribed to it on Schedule 1 attached hereto

.
"CAP Program Tangible Property" has the meaning ascribed to it on Schedule 1
attached bereto
"CAP Service!; Center Balance" has the meaning ascribed to it on Schedule 1 attached

hereto.
~

I -
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"Collateral' refers collectively to the collateral to be given. to secure all af the obligations
of Company to Shareholdet undet this Agreement, including butnot.J1mited to (1) all of the
outstanding capital stock of Universe (other than DU-ecfars' Qualifylng Shares), AMI and
Fannerss and any capital Stock acquired by Company after the Closing. including any stock:
acqtiired as a result of a dividend made to Company by Universe (including a dividend of the
stock of Great Fidelity), Famiers or AW. and any dividends Ol ploceeds with:respect to any
such stock: (collectively, the "Plt:dged ?hares'); (2) all insmance coIlllllissians paid or payable to
or for the benefit of Company OJ its direct or indirect Subsidiaries aruI any interest acc.tued fu
connection therewith (the "Commissions"); and (3) the Bonds and any interest accrue.d in
connection therewith.
.
.
"Debit Balance" has the meaning asctibedto it on Schedule 1 attached h~to ....
"Directols' Qualifying Shates" means the shares of the common stock of Universe
required by llIW to be held by such company's directors.

"F'fr:s{Interstate" means Fnst Interstate Bank olIdaho, N.A
ILGAAP" means generally accepted a.ccOtnlting principles,. as defined by the American

Instit:u,te of Certified Public Accountants.
"(}overnmental Authority" means any riation Ol government, foreign or domestic, any
state OI other political subdivision theJ:eo:t: and any agency or ather entity exercising exeCutive,
legislative, judicial; regu1atDry Or administnrtivc :fitnctions of government, including:. without
limitation. all stJrte insurance regulatory authorities and all taxing authorities.
"Person" means an individual, coIporafion, partnernbip, unincorporated association,
trust, joint venture or other organization or entity, :including a Govemmen:ta1 Authority
"Subsidiary" of a Person means (i) any COrpoIation 500,1, or more Dillie outstanding
vo~g: securities having ordiPmy voting power of which sba1l at the time be owned or coD1Iolied.
directly or indirectly. by such Person or by one or more of its Subsidiaries OI by such Person and
one or more of its Subsidiaries, OJ ('rr) any partn.ership, association. joint venture or similat
business organization 50"~ or more of the ownership interests having OIdinary voting power of
which shall at the time be so owned 01 controlled.

Article II - Redemption ojShares; Cloring oj Redemption TranstICfi()lt
21

R~t<mptjQn

QfShareg

21.1 RedemptiDn. On and subject to the tenns and conditions set forth in this
Agreement, at Closing, Company shall redeem the Shares
.',

-2-

RJTOOOO811

AFFIDAVIT OF CHARLES A.BROWN IN SUPPORT OF INTERVENOR'S
/.SUPPLEMENTAL BRIEF RE MOTION TO INTERVENE

L/77D

2 12 Redemption Pr ice The aggregate consideration to be paid by Company in
full consideration for ~e redemption of the Shares shall consist of the fQllowin~ (a) One
Million Five ·I:fundred Thousand Dollars ($1,5000,000) payable by cashier's checlc at Closing
(the "Down Payment''); (b) Six Million Dollars ($6,000,000) payable pursuant to the1enns ofa
pronllSSDIY note to be delivered by Company at Closing in substantially the funn attaclred hereto
as ExJrlbit A (tbI!. "Notej; (c) title to those certain Cessna 441) Cessna 206 and Pipet Cub
airplanes mOle particularly deSC:t1Oed on SchednIe 2.1.2 aff.ached.hereto (fue "Airplanes''),
subj ect to ~hokleI' s aSsumption of those em:rentIy paid liabilities set forth on Sth edule
2.1.2; (d) elimjootion Qf any Debit Balance outstanding at Closing and the release of any
obligation o{Sh.areholder to the Company with respect thereto; (e)eIiminarlon of any CAP
Services Cente! Balance ontstanding at Cloiing ~ the Ielease of any obligation of Sba:reholder
to Company with respect thereto and with respect to any expenses of the CAP Program; and
(f) the cAP Program Tangible Property

21, Allocation ojRedemption Price The redemption price shall be allocated
for tax pmpbses as set forth on Schedule 2.1.3 attached hereto.
22
Socnrlty. Io.secure amounts payable to Sharehold~r undeI tho Note and
Company's other obligations to· Shareholder under this Agreement, Company shall ex:ecute and
deliver at Closing a Stock Pledge Agreement substantially in ihe funn attached hereto as
Exhibit D (the "Pledge Agreemenf,). and shall execute and deliver. and cause its Subsidiaries to
eXecute and deliver, a Secu:ri:1y Agreement subgtantially in the fonn attached hereto as Exhibit C
(the "Secuzity Agreement") In the event that C-ampany ~ able to obtain" for the benefit of
Shareholder, Bonds meeting the conditions specified in SectiDn 10(u) of the Pledge Agreement.
and if Company otherwise meets the temm and conQitions fOI the substitution of such collateral
contained. in the Pledge Agreement, SharehQldex will release the Pledged Shares (as defined in
the Pledge Agreement) in exchange for a pledge of the Bonds. In the event that Company is able
to obtain, for the benefit of Shareholder, Bonds meeting the eonditions specified in &ction 1000
of the Pledge Agreemem; and if Company otherwise meets the terms and conditions fOI the
substitution of such collateral contained in the Pledge Agreement,. Shareholdet will release the
Pledged Shares and the Com.rnissions in ~han~ fO[ a pledge of the Bonds, and the Company's
continuation to :make timely interest payments.
23
ConSulting Amemept. FOI and in consideration of'tbo mutual covenants of this
Agreement, Shareholder and Company &hall also, at Clo~ enteI into a Consulting Agreement
substa:ntiaIIy in the form attached hereto as El1tibit D (the "Consulting Agreement") In
connection with the Consulting Agreement, Shareholder shall, at Closing. enteI into a
Noncompetition Agreement Substantially in the fDIm attached hereto as Exhibit E (the
"Noncompetition Agreement).
24
Closin~ The closing oithe transactions contemplated bet-eby (tho "Closing)
shall take place at the offices of~ Services in Lewiston, Idaho at 10;00 am local time on

Tuly 20, 1995.

,.
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25
Deliveries by Co~ at C1Qsjn~ At Closing, Company shall deliver to
Shareholder the ~wnPayment. plus a sum. su:.fficient to pay all of Shareholde.r's attorneys' fees
incnned in connection with this Agreement and the 1ransacti911s contemplated hereby, including but
nQt limited to the preparation ofthis A&reement and related documentation. together with tho
following duly executed documents:
(a)

The Note;

(b)

The Pledge Agreement;

(c)
Stock certificates rePresenting the Pledged Shares, other than those
certificates representing 999,995 shares of CQmmon stock of Universe cm::rentiy in th6 posSession
of First Interstate and held as security by F'rrst Interstate (the "First Interstate Shares')..togetheI
with duly' executed lissignmems separate :liOIn certificate with respect to all stock certificates
representing the Ple4ged Shares;
Instxuctions, in fOrm and substance satisfactory to Shareholder, signed by
Company and by First Interstate.. requiring that the cettiilcates representing the Fum Interstate
Shares be delivered promptly and directly to Shareholder upon the satisfaction of those
obligati ons which are outstanding as 'of Closing and which are secured by the First Interstate
(d)

SharesJ and plOhibiting any action subsequent to Closing which wOuld. inciease the monetary

ob1ig'ations of ('.om.pany that are secuied by the First Intetstate Shares;
(e)

The Security Agreement;

(f)
riansfc::I: documentation. in farm and substance satisfactory to
of Company's right, title and interest in and to the Airplanes, subject
Shareholder, t:rans:fmring
only to those liens which are descnbed on Schedo1e 21.2;

an

(g)
A Bill of Sale in substantially the form attached.hereto as Exhibit F,
transfening title to the CAP Program Tangible Property to Shareholder;
(h)

The Consulting Agreement;

(1)

Ihe Noncompetition Agreement;

(j)
Exhibit G hereto;

An opinion of Compani's legal counsel substantially in the fonn of

(k)
A certifi.cate signed by Illl officer of Company. satisfactory in fOlm and
substance to Shareholder, certifying the accuracy on the Closing Date of Company's
.
representations and warrantieS .eontafued in Article ill beloW;

(1)
A certifica1:e signed by an officer of Company, .satisfactory in fOIDl a:ild
substance to Shareholder, c¢ifying that S~holdeI has no obligation to Company, and
-4-
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releasing Shareholder' from any obligation to Company, With respect to the Debit Balance, the
CAP S~ces Center Balance, any CAP Program expenses. and any and all other matters (except
for those obligatioru of Sha:reholdelthat arise out oHhis Agreement); and

em) Such othel docmnents and instruments as Shareholder or J:iig counsel may
reasonably require to effectuate 01 evidence the transactions conternplatod hereby,
26
DeIiyeries by SharehQlder at CJosin~ At Closing, Shareholder shall duly execute
and deliver to ComPanY the following documents:

(a)
A certi:.fi<:a1e or certificates representing the Shares, endorsed for ttans:feI
or accompanied by an assignment stpalate from certificate;
(b)

The Pledge Agreement;

(c)

Tb.c Security Agreement;

(d)

Ihe Consulting Agreement;

(e)

The Noncompetition Agreement;

(f)
An assumption agreement, satisfactory in form and substance to Company,
relating to the obligations secured by the liens on the Airplanes described in Schedule 2.1..2; ,

(g)
A certificate signed by Shareholder, satisfiu;tory in form and substance to
Com.pany, certifying the accmacy on the Closing Date ofSh.areho1i:Ier's representations and
warranties contained in Article V beloW; and
(h)
Such othe.x documen:ts and instruments as Comp!ID-Y OI its counsel may
reasonably require to effectuate or evidence the transactions Contemplated hereby

Article m ..RepresentatIonr rmd Warrantie:s Regarding Comptmy
To .induce Shareholder to enter into and pe:iform this Agreement, Company represents
and warrants to Shareholder as follows:
31
Qrgmrlzation and Good Standing. Each of Company. AIAI and Fanners is a
corporation duly ozganized, validly existing and in good standing uru:Iez the laws of the state of
Idaho and has all requisite power and mitbmity to own, lease or oper:~te its properties and to cany
on its business as it is now being conducted, Universe is a doIpestic insm:ance company duly
organized, validly existing and in good standing tmder the 1a,ws ofthe state of Idaho and has all
requisite pQWer and authority tt> owil,lease or operate its properties -and to canyon its business as it
is no~ being condncted. Great Fidelity is a stock: lile insurance company du1y orga¢zed, validly
existing and in good standing tmder the !awE of the state of Indiana and has all requisite power and
authority to own, lease or operate its properties and fo carry on its business as it is now being
·5RJT 0000814
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conducted Company and each ofils Subsidiaries are duly qaalified to do business and are in good
standing as foreign corporations in all jurisdictions where the fuilure to be so qualified would
~eriall.y adversely affect Company or its Subsidi.aq.es. & of the: date of this Agreement,
Company owns all of the outstandiDg ~ stock ofUniverse (except for Directots' Qmilif.y:ing

Shares) and F8Illler8 and Universe owns all of the outstanding capital stoele ofAIAl and Great
Fidelity. At Closing. Company will Own all of the outstmding capital stock of Universe (ro;cept fO!
Directors' Qua.1ifYing $llares). AIAl and Farmers. and Universe will oWn all of the oU1stmldiug
capital stocJc of Great Fidelity.

£Qwer and Authority. Company has :full corporate power and authority to
e ecute. deliver and perfuxm thls Agreement and to ~ tPe ~~ CQIlfem,ph.lted
The
.i;loirl of Diredots haVe cfa1r ailthoIized this Ag(ee!I1erit AAd its
;~ecutian and delM:ty 9.1~. ~e~ o~Y to (Ij tAtiflcati~ ~ ?~y;s~~~
'ik{.: .....- - {ii) co~f_M.GI1i lali_ ."-fMlIl of Company's Selles A Preferred Stock to this
Agreement and all other transactionS incident to the distn"btition of Farmer's to Company by
Universe; and (m) receipt of all requir¢ regulatory approvals Shareholder covenants and agrees
to vote his Shares in faVOI of:ratification of this Agreement and all other transactions incident to
the distribution ofAIAI to Company by UniYeI:JO: Upon satisfaction of such coruliuans. this
Agreement shall be a legal, valid and binding obligation of Company. emorbeahle against it in
accordance with its tenns. except as enfurceability may be limited by bankruptcy, insolvency,
reorganization or other similar laws affecting the enfurcemenf of creditors' rights generally or the
availability ofequi:tiible remedieS' subject to thedisc:retion of the court.
:3 2

~erebY:
{ff

~

3.3
Consents: Nonconirayerrtion. Assuming satisfuction ofllie conditions set fOrth in
Section 3..2,. the execution and delivery of this Agreement and the perronnance of the
f;I ansactions cOnte.mplafed hereby will not result in a violation of any of the terms 01 provisions
of the articles of incm:porirtion or bylaws of Company or any of its Subsidiaries or any
amendments therelD, or constitute a violation or default under any indebtedness. inden1me,
mortgage, deed of tIust, note, bond, license, lease agreement or other material agreement en
instmme:nt to which Ccailpany or any of its Subsidiaries is .a party 01 by wbich it OI any of its
assets may otherwise be bo1lIld, or of my law, rule, license, regulation, judgment, order. ruling or
decree governing 01 affecting the operation of Company 01 any of its Subsidiaries in any material
respect; nor will the same constitute an event permitting termination of any material agreement
or the acceleration of any indebtedness 01' otheI liability ofCompany or any of:its Subsidiruies,
with or without notice: or laPse of time, Qr result in'the
or imposition of any lien upon the
Collateral No consent, authorization, approval or exemption by. or filing with, any Person 01 any
Governmental Authority is required in connection with the execution, delivery and petfonnance

creation

..

by Company of this Agreement 01 the taking of any action contemplated hereby. except w~ere
set forth inSection 3.2(in) and such have been or shall have been obtained prior to Closing..
Assuming Satisfuction of the conditions set forth in Seetion 32, the rede.r:nption of the S~ and
the other transactions contemplated unde! this Agreement are not prohibited by and do not
vioIat.e any insurance laws or I~ons of any jurisdiction to which Company or' any of its
Subsidiaries are subject
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J.4
Iit1~ 1p Properties: ,Encymbrnnces. Company owns beneficially and of record, or
'VVill at the time of Closing own beneficially and of record, all of the Pledged Shares, free and
clear ofall pledges, liens, encumb.rances, security interests, equities. claims, optio~ or
limitations on Company's ability to vote such shares or to fIansfez such shares to Shareholder,
except for the .liens in favm of Shareholder ereatOO in connection with the llansactions
contemplated by this Agr:eCment and the lien in favor of First Interstate upon. the First Interstate
Shares. Co~pany bas full right, title and interest in and to the Pl~ged Shares, and full authority
to pledge the Pledged Shares to sbarehoidoJ: at Closing as secmity for the perlbrmance of

Company's obIi.gations to Shareholder arising under the Note and this Agreement All of the
Pledged Shares.have been duly authO!ized and validly issued, and are fully p;ilil and
nonassessable At Closing, Shareholder will have a first priority, perfected security interest in
the Pledged Shares, other than the Fum In1ecstate Shares. 'J.1:u:::re are no options, warrants, calls,
Slilisdriptions, rights" agreements, cormnitments orundcrstmdiogs ofany naturo that call for the
.issuance, sale,i' pledge or other dispoSition of any Pledged Shares 01' which entitle any person to
acqui:re such shares:; othel: than those rights arising under this Agreement. roo company has
good and marketable title to, .free and clear of any lien pr encumb:rances other than those
disclosed on Schedule 2.1 2 or Schedule 3.4 attached hereto, and full power and an:thority to
fI:ansfer, (1) the AitpIanes, (2) the CAP Fragram r angible PIoperty, and (3) the Cmnmissions
35
Ca;pi.talizatjon Ihero are 1,000,000 shares of capital stock of Univezse
outstanding, 999,995 ofw1rich are owned beneficially and ofrecord by Company, and the
remaining five of which are Directors' QualifYing Shares" Ihere are 4,940,490 shares of capital
stock of Great Fidelity ouistanding, all of which are owned beneficially and of :record by
Universe,
.
3.6
Financial Condition The consolidated firnmciaJ statements of Company and its
Subsidiruies fOl the years ended December 31, 1994, 1993 and 1992 and fo1 the quarter ended
March 31, 1995 attacbed hereto as Schedule 3..6 (the ''Financial Statements") present fairly the
.firumciaI condition and results of oPez:stions and changes in :financial position of Company and
its Subsidiaries as of such respective dates and for the respective periods then ended in
conformity with GAAP applied on a consistent basis, and sfu.ce Marek 31, 1995 no material
adverse cbBnges have OCCUlTed affecting the consolidated financial condition of Company and its
Subsidiaries.

Litigation There rue no cla:i.ms, actions, suits, proceedings 01 investigations
3 .7
pending 0.1, to the best of Company's knowledge, threatened.against qI relating to Company O!
any of its Subsidiaries, at law 01 in equity befoIe 01 by any Governmental Authority, DO! has any
such action, sni~ proceeding or investigation been. to the best of Company's knowledge, pending
since the commencement of the peIlod covered by the Financial Statements, except as set forth
on Schedule 3.7 hereto. Neither Company not an:r of its Subsidiaries is in default with respect to
any adjudicatqry order. writ., injunction or decree ofany Governmental Authority. Neith.er
Company nor any of its Subsidiaries is a party to any cease and desist order; ·supervisory
agreement 01 arrangement, consensual or otherwise, with any Governmental Authority, except as
set forth on SelieauIe 3.7
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3. 8
~ Coinpany and its Subsidiaries have filed all state, county, local and federal
tax ap.d other retunls and reports that they are required to file in respect of all taxes. assessments.
levies, license and registration fees. chmges 01 withholdings of any nature whatsqeve:r shown by
sncb. returns tn be. or that are otherwise, due and payable, including, withoutIimi.mtion. income,
business and occupation. unemployment, social security. witbhol~. eXcise and workers'
compensation fBXes and assessments C7a:x:esj, and to the extent i~ liabilities foI TiiXes as of
CloSing have not been fully discharged, full and camplete reserves have been established on the
March 31. 1995 balance sheet included in the Fmancial Statements. Neither Company DOl any of
its Subsi~es is in default in fhci payment of any Taxes due or payable or of any assessments
received in :respect tpereof
.
3.9
CQmpliaQcewith Laws.. Each .of Company and its Subsidiaries is in compliance
in all material respects with ill federal. state and local laws, statutes, roles, regulations Md orders
ofall Governmen1al Authorities material to its busines!i; and all required registrations and other
filings by or on behalf of Company and each ofits Subsfdiaries with all Govemmenta1
A nthorities are matetially true and complete and are cmrent and validly in farce; all pennits and
licenses required in connection with the operation of the Company's business or the business of
its Subsidiaries have been obtained and ate current and validly in force; and neithex the Company
nor any of its Subsidiaries have recejved any notice that it is in violation of any laws, regulations
or orders.
3.10 Brokers. Finders, EtQ. All negotiations relating to this Agreement and the
transactions contemplated hereby .have been carried on without tho intervention of any person
acting on bobaIf of the Company in such manner as tn give lise to any valid claim against the
Company or' Shareholder' fOI any brokerage or finder's fee. commission, or similar
compeosa1ion
. 311 Defa:u1ts. Neither Company nor any ofits Subsidiaries is in violation of any of
the terms orprovisions of its articles of incorporationOI bylaws 01 any amendments thereto, or in
violation 01 default mdc::t any inde~. indenture, mortgage, deed of frost, note, bo.nd.
licens~ lease agreement or other material agreement or instroment to which Company or any of
its Subsidiazies is a party 01 by which it 01 any ofits assets may otherwise bo bound, OI of any
law, rule, license, regulation, judgment, order, roling decree governing OI affecting the
operation of Company or any of its Subs:idi~es in any material respect, except as diselosed on
SChedule 3,11 attached hereto; and except as disclosed on Schedule 3.11, no circumstance exists

or

which cOnstitutes an event permitting tem:Jina:tion of any material agreement or tho acceleration
of EU:ry' indebtedness or othelIiability of ('"ompany or any of its SobsidiaIies, with or without
notice OI lapse of time, or wbich could resUlt in tOe creation 01 impositiOn of any lien upon the
(:!ollirteraL Nei1he.t Company nOl any ofits Subsidiaries is in violation of any insurance laws or
regulations 'of any jurisdiction to which Company ox any of its Subsidiaries ar-e subject
AIticleIV- Repre.sentatiulU aftd Wlllronties oj Slum:holi1er

To induce Company to epter into and pexfonn this Agreement, ShareholdeI represents
and Wtin1mts to Company as follows: Shareholder owns the Shares:free and clear of all pledges,
- 8·
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liens, encmnb:tances, security interest!l, eqnfties, claims. options (other than the option originally
granted to Centennial Life InsUrance Cmnpa:ny, later assiWled to Company and exercised
pu:rs.uant to this- Agreemellt)~ 01 limitations on Shareholder'3 ability to vote the Shares or to
transfer the Shares to Company_Shareholder has full right, 1it1e and interest in and to the Sh~res.
To the best ofSbare.holder·s actual knowledge. without inVestigation or inquiry. the
representations and wananties of Company made in Section! .3.6, 3..7 and 3.8 hereof are true and
correct in all material resp~ts
Artide V - Covemmu

5,1
Coyena:n,ts of Company Company hereby covenants to Shareholdex that until the
erulier of (1) the substitution of Bonds having a maIket value equal to the principal amount of 1he
Note and a weighted :maf:u1:ity date of the note, fm· the other CollateIal in accordance with the
requirements of Section 1000 of the Pledge Agreement, or (it) the payment in full of the Note, it
will peifonn and observe the following covenants:
(a)
Company 'Will provide Shareholder with qua:rteIiy financial statements,
prepared in accordance with GAAP, within 45 days of the end of each fiscal quartet;
(b)
Company will provide annual audited :financial statements. prepared in
accmdance with GAAP, withfu.150 days of the end of each fiscal year;

As of the last day of each calendar mo~ Company shall maintain
(c)
retained earnings, ca1cula1:ed in accordance with GAAP consistently applied, equal to or greater
than the accounb at closing.
(d)
As of the last day of each calendar mo~ Company shall maintain
working capital (current assets less cum:mt liabilities), calculated in accordance with GAAP consistently applied. eqnal to at least $500,000;
As ofthe last day of each calendar month, Company shall maintain a ratio
of current assets to current liabilities, calculated:in accoldance with GAAP consistently applied,
equal 'to at least U-to-1;
(e)

(f)
As of the last qay cif each calendar month, Company shall mainta:ip. a ratio
of Consolidated Long Term Deht-to-Consolidmed Net Worth (as such t;rms are defined in
Section 4 2.10 of the Company's Articles of Incorporation, as amended as of the date hereof {the
"Articles"}) equal to at least 3. 6-to-1 exc1uQing Note payable to Shareholders;

[g)
The :financial condition of Company will at all times meet any regulatory
requirements applicab1e to Company;
.'

Company will not loan funds to any affiliate other than wholly- owned
as authorized by existing Articles of InCOIporation, or to pay loan reim'bms-ement

(h)

Subsidiaries 01

-9
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to John TayloI fO! income tax liabilities atttibutable to the 19&8 reolganization of the Company
incident to shareholder's divorce;
(i)
Company will not mortgage, pledge, subject to lien or other encumbrance,
sell. assign at transfer (i) CollatetaI or (it) !!iry othel mafetiaI assets of Company or any ofits
Subsidiaries having 8, fair market value of more than $100,000 with respect fa any particular
transaction. or an aggregate fair market va1u~ of mQre
$200,OOQ with respect to cumulative
transactions within any twelve (12) month period, ~t those transactions in the orrlinaIy
course of business, wi:th.out first obtaining Shareholder's written consent, w.hich Cbnsent shall not
be unreasonably withb.eId; n.or shall Compll:llY ~ to take all reasonable steps necessary to
maintain its customer and client base and all other intangible assets;

tnan

(D
Company will use its be~ efforts tp canse Shareholder, or a designoo of
Shareholder reasori.ably acceptable to Company, to be elected to Company's Board ofDireclors;
(k)
Company will permit, and cause oach of its Subsidiaries to petIIIit,
or a designee of Shareholder reasonably acceptabfe f9 Company. to have :full access
to its: premises and to all properties. books, contracts. commitments ana records with respect to
each such company's business> property and pe:rs6nriel as Shareholder 01 its representatives may
:frqm time to time request;
Shareholder~

(1)

(',ompany shall ensure that no additional shares of capital stock are issued

by Universe, Farmers~ AlAI or Gtea:t Fidelity;

(m)
Company shall call it meeting of.its common sharehold~ fuI the purposes ,
ofIatifyiiig this Agreeinciit aruftlilitiansaciiOi:iS'oontemP1ated hereby;

(n)
Company shall take all steps necesSlllY to ensure that it has the funds
neceSSllIY to pay the Down Payment at Closing;
(0)
Company shall use its best efforls 10 obtain and deliver, as soon a:fieI the
Closing as possihle. but in no event later than the cohBummation of a public o:ffering by the
Company. Bonds meeting the requirc:ments set forth in the Pledge Agreement, and. to the extent
pennissibre under applicahlC insurcmce Jaws and regnIations. will use any net proyeeds from the
sale of Great Fidelity ot its assets. and any net proceeds from any public offering of Company
stoc14 toward the purchase of the Bonds; and'
,

5.2 1 P'lfhlicity Each paIty hereto agrees that it will not. except as otherwise
required by applicable law 01 regu1a:tio~ iss\le any press release or inake any public statement 01
disclose any information:regarding this Agreement and the ttansactions contemplated hereby, or
peonit any of its officers, directors or employees to do SO, mUess the fonn and content of any
such press release, statement or disclosure and the time
in advance by the other party hereto.

otthe release thereof has been approved
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5. 2 2 Cooperation Each PartY will fully coopezate with the other party and
such other party's advisors in conneCtion with /Ply steps required to be taken as part of its

obligations herermdeI) and will use its best efforts to cause all CQnditions to Closing to be
satisfied as p.romptly as possible and to obtafu all consents and approvals necesSaIY fOI such
party's due and punctual perfomumce of1;ho Agreement and:fuIthe satisfuction oftho conditions
hereof on its pBIt to be satis:fied, and will execute and deliveI t or cause to be executed and
delivered, such additional reasonable documents and instro:inents and do, or cause to be clone, all
reasonable things necesSaIY, proper or ~visahle un~ applicable law to consummate and make
effective the transactions contemplated hereby.

AT&:le VI -Indemnification
61
Indemnification of Shareholder ans!' CoUll7aro:- Each party hereto ("Indemnifying
Party) heIeby agrees to defend, indemnify and hold hannless the other party hf<reto and each of
such other party's affiliates, SUCCessOlS. ~gns, officers, directo.tg~ shareholders and employees
("Indemnified Parties") .from and against and in respect of any and all costs, losses, claims,
liabilities. fines, penalties, damages and expenses (including, without limitation, court costs and
reasonable.fues and disbursements of counsel and accountants) incurred by an Indemnified party
in any action commenced by a thlzd party in connection with or arising out of any bIeach or
alleged breach of airy lepresenta.tion, wammty or covenant made by the Indemn..i:fyi.ng Party in
this Agreement
6.2
Indemnifjcation Procih.lIe Promptly after ICcei.pt by an Indemnified Party of
notice of the co.rnmencemeIIt of any action by a third party covered by this Article VI. such
Indemnified Party shall notify the Indemnifying party in writing qf the commen.cement thereof,
provided, however, that any delay by the Indemnified Party in so notifying the Indemnirying
Party shall not relieve the Indemnifying Party of any liability to the Indemnified Party hereunder.
except to the extent the Indemnifying Party is materially and adversely prejudiced by such delay.
The IndemnifYing Pmty, by delivery of written notic~ to the Indemnified PaIty within 30 days of
receipt of notice of claim to nwernnjty from the Indemnified Party, may elect to contest such
claim, action or proceeding at the Indemnifying party's expense and by counsel of its own
choosing:. If the Indemnifying Party does not elect to corrtest such claim, action 01 proceeding..
the lndemnified Party shall have the right to prosecute. defend, compromise, settle OI pay any
claim at the IndemnifYing PBIty'S expense. Ii the Indemnified Party requests in WIiting that stich
claim., action or proceeding not be contested. then it shall not be conteSted, but shall not be .
covered by the indemnifies provided herein The IndemnifYing party.may settle an ip.demnifiahte
matter that it has duly elected to contest with the consent of the Indemnified Party, after
deIiveIing a written description of the proposed settlement to, and receiving COlisent from, the
Indemnified party. In the event that the rndl"JTl11ifieci Party declines to co~ to a bona fide
settlement acceptable to the clallnant, the Indemnified Party shall have no right to
indemnification beyond tho amotInt of the proposed settlement The Indemnified Party shall
c90perate willi the Indemnifying Party in connection with any matter or claim fOI"
inderonilication

.
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Article VII - Contlitiom

7.1
Conditions to Shareholder'li Obli2"ations.. rhe obligations of Shareholdet under
this Agreement are subject to the fulfillment, priOI to or coritempomneous with Closing. of each
of the following conditipns, any or ail ofwhlch may be waived in Wliting by Shareholder in his
sale dis~tion:
7 1.1 ReJ-tructure oj Owner.s.hip oj AlAI All of the.outstariding capmu stock of
AIAI shall have been distributed to Company by Universe as a dividend; and all outstanding
stock of AIAI and Fanners shall be owned ~Y by Company.
71 2 Cons'ents Autborizations 01 consents ofany Person 01 Governmental
AuthOIity required in connection with the consommation of the transactions contemplated
hereby, including withetit limi1a1ion consents of the Idaho Department ofInsurance and FirSt
rD:terstate shall have been obtained, and copies of such aufuo.r:izations or consents shaIi have been
deUvyred to Shm-eholder.
7 1 ~ ;1ccuracy ofRepresentations and Warranties All of the representations
and wm:rarrties of Company contained herein shall be true on and as of the Closing Date with the
same fo:rce and effect as though made on and as of"!he Closing Date

7.1 4 No Defaults Any and all defauhs listed on Schedule 3.11 hereto sba1I
have been cured or waived as of the Closing Date
7. 1. 5 qosing Documen:ts. Dawn Payment and Payment oj Fees. Cornpap.y shall
have complied with the requirements of Section 25 above.
.

7.2
Conditions to CQmpw's Oblig;ations.Ihe obligations of'Company hereunder
are subject to the .fulfillment, at or prior to Closing, of each ofthe following conditions, any or all
of wmch may be waived in writing by Company. in, if!! sale discretion:

72.1 Accuracy oj Re:pre.sentaJio113 wul WarrantieY Th.e representations and
warranties of Shareholder contained herein shall be true on and as of the Closing Date with the
same fOl'Ce and e:trect as though made on and as ofthe Closing Date
Z2. 2 Clo.s.ing Document3. Shareholder shall have complied with the
Iequirements of Section 2 6 above.

72 3 Confent oj ShareholderJ Pursuant to the shareholders meeting described
in Section S.1(m). holders of a majority of the shales of Company's outStanding common stock
shalll1av6 voted to ratify this Agreement and the transactions contemplated hereby.

-12 -
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Article VII!- Termination anti Default

8.,1
TerminatioD of the Agreement PriQr to the Closing Date This Agreement may be
tenninated at any time prioI to the Closing Date:
(a)

by mu1:u:U consent of the parties hereto;

(b)
at the election of either party to this Agreement upon written notice to the
oilier party if it has heco~rearonahly, objectively certain. that any condition required to be
satisfied pmsuant to ,Article vn hereo:t o~ than a condition that is reasonably within the
electing party's control. will not be satisfied on or priOl to Closing Date;

(c)
by ShareholdeI if there has been amateriaI v:iolman 01 breach b¥
Company of any agreement, representation or warranty contained in this Agreement that haS
rendered the sa1'is:fuction of any condition to the obligation of Shareholder impossible I!Ild such
violatjon or breach has not been waived by Sh.a:reholder; 01
Cd)
by Company if there has been a material violation OI breach by
Shareholdet of any agreement, representation or warranty contained in this Agreement that has
rendered the satisfaction of any condition to the obligations of Company imp'ossihle and such
violation ot br-eacil has not been waived by Company.
8.2
DefimIts Under the Agreement. "Event of Defimlt,." wherever used herein. means
anyone of the following events:
(a)
Company shall fail to pay any interest 01 any other amount payablC to
Shareholder or his successor(S) 01 assign(s) pursuant to the Note, When and as the same becomes
due and in accordance with. its terms, and such fuilme continues fOl five (5) days following tbe
due date;

(b)
Company shall fail to observe OI pcrfonn any term, coveriant or agreement
of Company in this Agreement,. and StlCh fhlIure shall not have been cured -wiUrin thiIty (30) days
following written notice thereof from Shareholder;

(c)
Any representaticin 01 warranty made by Company herein or in conn.ection
with this Agreement that sh.8.ll prove to have been incorrect when made 01' deemed made, and
cure shall not have been made within thirty (30) days of written notice thereoffrom Shareholder;
(d)
Company shall default under the Note, tho Pledge Agreement, the Security
Agreement, the Consulting Agreement, or the Noncom.peti:tion Agtee'ment a:fter the expiration of
any applicable cure period;
(e)
CompanyOI any ofifs material Subsidiaries shall:make a geneIal
IlBsignmen:t f01 the benefit of creditolS or shall become insolvent;

- 13-

RJT 0000822

AFFIDAVIT OF CHARLES A.BROWN IN SUPPORT OF INTERVENOR'S
I. SUPPLEMENTAL BRlEF RE MOTION TO INTERVENE

L/7:31

(f)
Company.ot any of its material Subsidiaries shall be the subject of, OI the
debtor in. any banlauptcy. reorganization, receivership, compromise, anangement, insolvency,
readjustment of cfuht:.· dissolution or liquidation case or proceeding under any law; whether now
or hereafter in e~ct, of any jwisdicticm; 01
(g)
First InieJ:$te. the holders of the Compaiiy's preferred stock, OI any oilier
material obligee of Company sba1l4ave taken any remedial action against Company following a
default in the fuIfillment of Company's obligations toward any sociI 0 b~gee and such default
s1m11 continue with9ut being cured within any applicable grace period or waived by the obligee
in writing
.

8.3
Remed1CS' for Pe:fuult Upon the occurrenr:e of any Event of Default or at any
time ther·e.a:fter~ ifany Event ofDefuult is then continning, Shareb.oldeqnay. without notire (OI
without :further notice, ifinitial notice was :required pursuant to Section 8.2 above). in his ~
discretion:
(a)
declare the entire unpaid balance of principal and :interest under the Note
immediately due and payable by Company. without presentment, demand, protest or any notice
of any kind, all of which are hereby expressly waived by Company;
(b)
subject to the requirements of applicable law then in effeCt, proceed to
enfOI"Ce this .Ag:reement at any document contempla:ted. hereby by exercising such lemedies as are.
available thereunder or in respect thereof under· applicable law, whether for damages, specific
perfonnance of any covenant or other agreement, or in the exercise of any power granted herein

or in the documents contemplated hereby;
( c)
in addition to the: exercise of any rights now or hereafter existing under
applicable law, exercise all rig:hts of a secured credi1nr under the UnifOIm C.ommercial Code in
all :relevant jurisdictions, and proceed to protect and enforce its rights hereundex OI realize on any
or all security granted pursuant hereto or under the Pledge Agreement. the Security Agreement Ot
the Note in any!tJ1!IlIlCl 01 order he deems expedient without regard to any equitable principles of
.
marshaling or otherwise; a.nd!01

(d)
give written notice 10 Company of his desire to become "agent of record"
for all farm association trusts and/or policies fOl which Comptmy or any of its Subsidiaries, at the
time of giving of such notice, serves as agent of record. Upon receipt of such notice, Company
shall promptly deliver written notice, :in fotm and substance satisfactory to Shareholder, to all
such trosts, policy holdel's and other appropriate parties oftbe appointment of"SharehoJder as
agent of record..
A,tit;1e IX - Ge1ter"fJl

9.1
SJIryiyaJ of Bwreseutat:Ions and- Warranties. Tho repIesentations, warranties,
covenants and agreements of the parties set forth in this Agreement, Including the exhibits and
schedules ?cl"eto,. and in any written representation and any ancil1my document contemplated
-14-
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bereby. and the p!ovisions of Article VI regarding indemnification and release of claims. shall
survive Closing until the lat~ of (i) three yeal'S following Closing 01 (n) final paYment by
Company in full satisfaction of the Note.
.
9.2
Amendments and Waivers. The provisions of this Agreement may be amended
only by the written a~ of the parties hereto. Except as otherWise provided herem. any
waiver, permit, consent 01 approval of any kind 01 character on the part of either party of any
provision or condition of this Agreement must be made in writing and shall be effective only to
the extent specifically set forth in such writing No aetion taken punruant to this Agreement.
including any investigation by 01 on behalf of either palty, shall be deeoled to conStitute a waiver
by the pmty taking sneh action of compliance with any representation, warranty, covenant or
agreement contained herein.. The waiver by my patty hereto ofa breach of any provision of this
Agreement shall not operate or be:: construed as a waiver. of any subsequent breach.
9.3

Parties in Interest This Agreement shall inure to the bene:fit of the parties hereto

and shall be binding upon tho parties hereto and their respective heirs, personal represenfa:!ives,
successors and assigns Except to the extent expressly stated in this Agreement, nothing in thl!i
A.greement is intended to CGnfm any rights 01 remedies on any Person otbeI tlnm the parties
hereto, nor is anything in this Agreement intended to relieve or discharge the obligation or
liability of ally third Palty. nor shall any provision give imy third party any light of subrogation
01 action against any party to this Agreement.
94
Notices. All notices, requests, demands and other communications that are
required to be or may be given under this Agreement shall be in wIiting aIld shall be deemed to
l:iave been duly given when delivered in person 01 transmitted by telex, facsimile, cable OI
telegram, or by certified or registered first class mail, postage prepa.id, return receipt requested, to
the respective palties as follows:

If to Company. to:

AIA Services Cmporation
One Lewis CM Plaza
Lewiston, Idaho 83501
Attention: 10hn faylot
With a copy to;
Eber.le, B~ Kading, Turnbow & McKlveen, Chartered
300 North Sixth Street
PO .Box 1368
Boise, Idaho 83701-1368
Attention: Richard Riley
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If to Shateholdet; to:

Reed J Taylor
PO. Box 1165
Lewiston, Idaho 83501

With a copy to:
Caimcross & HempeImann
70th Eloor. COlumbia Center
701 FifthAvenue
Seattle, WA98104-1016
.Attention: Scott Bell
or to such other address as any party may have fi.tmished to the others in writing in accordance
herewith, except 1bat notices of change of address sbaIl bo effective only npon receipt

9_5
Remedies Cumulative.. AlI rigbts and remedies of Shareholder shall be
cllIIll11afive and may be exercised at si.J.ch. times and in such order as Shareholder determines. Ihe
failure of Shareholder to insist upon or enforce strict perfonnance of any provision oftbis OI any
related a~ OI to exercise the rights OI privileges hereunder or thereunder or any of its
rights as provided by statu:te or Ia.w or in eqW:ty 01 otherwise, shah not impair, prejudice OI
constitute a waiver of any such right, power, remedy or privilege or be con.sttucted as a waive.t of .
any default hereunder or thereunder or as an acquiescence therein or preclude the exercise 01'
enforcement thereof at a later time Nor shall any single 01 partial exercise of any such right,
power~ remedy OI privileges preclude any other 01 fi.u1he.t exercise of any other right, power,
remedy or privilege
9.6
Svverabilitt- rhe invalidity of all 01 any part of any section of this Agreement
shall not render invalid the re;nainder of this Agreement or the remainder of such Secll\ll1 If any
provision of this Agreement is so broad as to be unenforceable, such provision shall he
interpreted to be only so broad as is en:furceable.9.1
Constrnctjon. Singular and plural fonns. as the caSe may be. of the terms defined
in AIticIc I aboYe. or of the capi~d terms defined elsewhere in this Ag:iee.ment, have
correlative IDea.nm.gs. Any defined term that relates to a document includes within its definition
any amendments. modmcations. renewals, restatements, extensio~ supplements or substitutions
that may heretofore have. been or 'that may hereafter be executed. in accordance with the tenns
thereof and as may be permitted by this Agreement

98
Heading&.. The section and other headings contained in this Agreement ~ for
reference PurpOses only and shaH. not be deemed to be a part of this Agreement or to affect the
meaning or interpretation of this Agreement.
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9. 9
Govern:j:qg Law; Bern co of Pwcess The validity, meaning and effect of this
Agreement shall be detemllned in accordance with the laws of the State of Idaho The parties
hereby agree that de1ivexy or mailing of ~y process OI other papers in the manner provided in
Section 9 4 above, or in soch other IDa.IJne[ as may be permitteCl. by laW. sball be valid and
sufficient service thereof
9. 10 Entire Agreement Ihis Agreemep.t, including the exhibits and schedules and
ancillary documents expressly :referred to herein that fomI. a part hereof, constitute the entire
agreement of the parties concerning the matters referred to herein and supersede all prior .
agreements and understandings, oral OI written, all of which are .hereby superseded and canceled
9. 11

Exhibits and Scbedulel!.
Exhibit A
ExhibitB
Bx:In.1Jit C
E:x.hibitD
ExhibitE
ExhibitF
ExhibitG

Note

Pledge .A.greement
Security Agreement
Consulting Agreement
Non.competition Agreement
Bill of Sale
Form of Company's Counsel's Opinion

Schedule 3.6

Definitions
AiIp1anes
Allocation of Redemption PIice
Liens and Encumbrances
Financial Statements

Schedule 3.7
Schedule 3 11
Schedule 5 1

Litigation
Defuults
Financial Compliance Levels and Ratios; Exceptions to

Schedule 1
Schedule 2 1.2

Schedule 21.3
Schedule 3.4

Covenants

;Execution in Coonteo>W This Agreement may be executed in any number of
each ofw.hich when so executed. and delivered shall be deemed an original, and
such counterpart together shall constitute one instrument
9. U

coun~a:rts,

DATED the fust day entered above

COMPANY:

By: ----I--~,.t;;;;;....:~~'<I--f}-!-It?:
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SHAREHOLDER:

REED 1. TAYLOR

-f~ .
207l!1!lEM44
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30·1-46. Distributions from capital sIDplus. - The board of directors of
a corporation may, from time to time, distribute to its shareholders out of
capital SUIplus of the corpomtion a portion of its assets, in cash or pI'Operty,
subject to the following provisi,ons:
(a) No such distribution shall be made at a time when the corporation is
insolvent or when such distribution would render the cOrporation insolvent.
(b) No such distribution shall be made unless the articles of incor POI ation
so provide or' such distIibution is authorized by the affirmative vote of the
holders of a majolity of the outstanding shares of each class whether or not
entitled to vote thereon by the pI'Ovisions of the articles of incorporation.
(c) No such distIibution shall be made to the holders of any class of ahares
unless all cumulative dividends accrued on all preferred or special classes
of shares entitled to preferential dividends shall have been fully paid . .
Cd) No such distribution shall be made to the holders of any class of shares
which would reduce the remaining net assets of the corporation below the
aggregate preferential amount payable in event of involuntary liquidation
to the holders of shares having preferential rights to the assets of the
corPoration in the event of liquidation .
(e) Each such distribution, when made) shall be identified as . a
distribution nom capital surplus and the amount per share disclosed to the
shareholders receiving the same concur rently with the distribution thereof.
The board of directors of a corpoI'ation may also) from time to time,
distdbute to holde1s of its outstanding shares having a cumulative
preferential right to receive dividends, in discharge of their cumulative
dividend rights) dividends payable in cash out of the capital surplus of the
coIpOIation, if at the time the corporation haa no earned SUI-plus and is not
insolvent and would not thereby be rendered -insolven,t Each such
distribution when mad~, sh~ be identified as a payment of cumulative
dividends out of capital Bur-plus. [I.C., § 30-1-46, as added by 1979, ch 105,
§ 2, p. 251 .]

Distribution of .Assets..
Action of directors and stock.holdelll of
btmking COXpol ation in withdrawing and
mstributing among themselves the assets of
the corporation was void as to existing
ereditot-s. Weil v. Defenbach, 31 Idaho 258,
170 P 103 (1918)

No distribution of capital stock can be made
until debts of corporation have been paid
Coppinger v. Lewiston Tel m Co, 34 Idaho
598,203 P 1068 (1921)

'.

30-1-47. Loans to employees and dir·eCtal'S. - A COlpDration shall not
lend money to 01" use its credit to assist its directors without authOIization
in the particular' case by its shareholders, but may lend money to and use
its credit to assist any employee of the corporation or of a subsidiary,
including any such employee who is a directoI of the coIpolation, if the
board of directors decides that such loan 01' assistance may benefit the
cOI-pol·ation . This section shall not apply to any bank, savings bank, savings
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30-1-640

Shares that are reacquired by the COlPQration become authorized but unissued shal~s under
section 681(1) unless the alticles prohibit reissue, in which event the shares are canceled and
the number of authorized shw'es is reduced as required by section 631(2)
If the number of authOIized shares of a class is r"!!<iuced as a result of the opalltion of section
631(2), the board should amend the articles of incorporation undeI' section looS(6) to reflect
that reduction , If there are no remaining authorized shares in a class as a resul,t of 't he
operation of section 631, the board should amend the mticles of inCOlpoIation under s~tion
1005(7) to delete the class nmn the classes of shares authorized by articles of IDcOIpOIation
[Note: The Model Ad, unlike I ,C. §SO-1-631, has eliminated the concept of "treasury shares."
See IDAHO REPORTER'S COMMENT, below}

IDAHO REPORTER'S COMMENT

areas

of

Here we see one of the several
very significantly simplified by the elimiitation parvalue-reIated concepts Along with the elimination of the pa1 value and legal capital concepts
in the 1997 adoption of the Model Act, the need to recognize the peculiar cOncept of tieasmy
shares was also eliminated _The 1997 Idaho revisers, however, continued to believe that there
are sonie circumstances in which a COl pOI ation may wish to r'8tain treaswy shares' (8 ,j; ;' for
pUIposes of funding a restricted stock plan fOl-directors or other-incentive plan 'tied to future
services, which otherWise would be prohibited by ID CON AIt , XI, §9) Subsection (3) was
therefore added to the Official Text in Idaho in 1997,
"
, '
SubBectian (4) was also added in 1997 to provide guidance fOl - those cOIporationa wllo may
continue to hold and then wish to dispose of treasury shares.
'
Und8I the Model Act, by compaIiBon, reacqull'8d shares autOInaticaIly "revlllt- to the' statUs
of"autbolized but un:issued shares: OJ are caru:elled and the authOlized shart!8 reduced if the
articles do not peimit reissuance Such reduction requires amendment oftbe articles, provision
fOI which will now be under Ie § 30-1-1005 (6) rather than under 30-1-631
'

30-1-632 - 30-1-639. [Reserved.]
30-1-640. Distributions to shareholders. - (1) A board of diI:ectOIS
nay authOIlZe and the cOIporation may make distributions to its s~'ehold
ers subject to restriction by the articles of incOIporation and the limitation
ill subsection (3) of this section.
"
,
(2) If the boar'd of directors does not fix the record date for determining
shaI'eholdels entitled to a: distribution, other than one involving a pUI'cJiMe,
redemption or othel' 'acquisition of the corporation's shares, it is the date the
board of directors authorizes the distribution..
(3) No distribution may be made if; after' giving it effect:
(a) The colporation would not be able to pay its debts as they becom~ due
in the usual comse of business; or
(b) The corporation's total assets would be less than the sum of its tOtal
liabilities plus, unless the aIticles ofincolporation pe:r=mit' otlie:iwise,tbe
amount that would be needed, if the cOlporation were to be ' dissolved
the time of the distribution, to satisfy the prefeI'ential lights uix>n
dissolution ofshaz'e holders whose preferential lights aI'e supelioI to th6se
,
J'eceiving the distxibution.
(4) The board of directoI s may base a detennip.ation that a distribution is
not prohibited under subsection (3) of this section eitheI on fui~ciaJ.
statements pI'epar'ed on the basis of accounting pI actices and plinciples that
are reasonable in the cirCUJ:n.9tances 01 on a fair valuation or other method
that is reasonable in the circumstances
_ (5) Exc~pt as provided in subsection (7) of this section, the effect;
a
distribution undei subsection (3) of this section is measuted:
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(a) In the case of distribution by pUlchase, redemption or other acquisition of the corpoiation's shares, as of the earlier of
(i) The date money oX' other property is tzansfenoo or debt incUl'H~d by
the corporation, OJ
(ii) The date the shareholder' ceases to be a sbar'e boldelwith respect to
the acquiroo shares;
,
'
(b) In the case of any other distzibution of indebtedness, as of the ~te the
indebtedness is distxibuted; and
(c) In all otbeI' cases, as of:
(i) The date the disbibution is authorized if the payment occurs within
one hundred twenty (120) days after the date of authpzization, or
(ll) The da,t e the payment is made if it occurs more than one hundred
twenty (120) days after the date of authorization
(6) A corporation's indebtedness to a sharehold,ex incuried by reason of a
distribution made in accordance with this section is at parity with the
cOrporation's indebtedness to its geneIal, unsecured creditors except to the
extent subordinated by agreement,
,
(7) Indebtedness of a cOIpoI'a tion, including indebtedneSs isslled ~' a
distribution, is not considered a liability for purposeS of determinations
u.n,der subsection (3) of this section if its tanns provide that payment of
principal and interest are made only if and to the extent that payment ofa
distribution to shan~holders could then be made under this section. If the
iIidebtedness is issued as a distribution, each payment of plincipaloI'
interest is treated as a distribution, the effect of w bich is measured on the
date the payment is actually made.
, (8) 'f¥s section shall neit apply to distributions in llquiiiation under pint
140fthls chaptel [ic " § 30-1-640, as added by 1997, ch. 366, §2, p. 1080;
am. 2004, en. 324, § 9, p. 907 ]
"
CompileI:'s notes., SeCtions B and 10 of
S,L 2004, ch, 824 are compiled as §~ 30-1631 and 30-1-702, respectively ,

Sec. to sec. ref. This section III l-eferred to
in §§ 30-1-603, 30-1-732, 30·1-833, and 30-1-

1434

ABA OFFICIAL COMMENT
The refOlmulation of'the statutOry sta:adal'lls goveIning disbibutions ~' anotha' important
ch~ge made by the 1980 revisions to the financial provisions of the Model Ad- It has lOIlj: been
leco~
~t

that ' the tiaditional "Pax value" and "stated capital" statuteS do not provide
protection against distiibutions .of capital to Shareholders, Wb:ile m~,t of ~ese
statutes ~on.tained elaborate provisions establishing "stated capital,- "capital BUIplUB: and
"e8lIl4!d su,zphis- (and often other types of swplus as well), the net effeCt,ofmOst statuteS was
to permit tb,E! distribution to shaI'eholdeIs of most m all of the calp,:lIation's net &Ssets -4ts
capital along With i.tB eQ,Inings -if the shareholdet'S wished this to be. done. HQ'oVIWer, statutes
also g~~ally lmpo.!led an equity insolvency test on dist.ributiOllB that probi,bited disbibu,tians
of aSsets if the empolation was insolvent or if the ilistxibution had 'the eff(ll:t of,making Ute
COIpQl ation insolv,e nt or' un.i!.ble to milIlt its obligations as they wern projected to axllle.
1'M ~aJ proviSions of the revised Model Act, w1rich ~l'e pased o;n the HI80 amendnlents,
Sw~ away all:
distinctions among the vaxious types of SUlplus but retBm restrictiOllB .on
distxibutions built around both the traditional eqirity 'jnsolvency and balance sheet tests of
eariieI' statutes..
'
'
1. THE SCOPE OF SECTION 640. Section 140 defines ..dlst:ribution~ to ~ude v:iItQ.a]1y
, aI;l bans(eIs, of money, indebtedness of i;be corpolation 01' other 'pro~tytoa llluUebplder in
res~ of tJ;te CQlpoiation's sluu-es.. It thus includes cash. 01 :properly 'dividen~, payments by Ii
. co:IJX!latian to pnrcha.s'e its own shares, disbibutioDB of prom:iaSOl:y' notes 01 indebtedness, and

the
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Decla.ratolY judgment act, "colporation"
included in term "per80n," § 10-1213..
of unclaimed
property,
J)isposition
§§ 14·501- 14-532
. J)irecto18 and stockholders, statute of
limitations as to actions 8gainst, § 5-237,
l)issolution of corporations, §§ 30-301 -

ao:so7

'Educational institutiODS, § 33-3901 et seq.
Electric poweI corporatiODS, § 62-701 et

seq.

Ex-seIvice men's corporations, § 30-1101 et
seq.

Fen}',
bridge,
flume
COrpoIatiODS, § 30-701 et seq

and

boom

Fidelii.y and surety companies, § 41-2601 et

30-1-2

Safe deposit boxes, duties under Transfer'
and Inheritance Tax Act of companies
engaged in renting, § 14-417.
Sale of franchise on execution, § 30-201 et
seq.
Savings and Joan associations, § 26-1801 et

seq.
Secmities Act, § 30-14.01 et seq.
Shares of stock in domestic corporations
owned by nonresidents subject to inheritance
tax, § 14-404
Shares of stock subject to attachment on
execution, f 11-201Surety and fidelity companies, § 41-2601 et
seq.
Tax on corporate income, §§ 68-3001 -

seq.
Fraternal benefit societies,§ 41-3201 et

6S-S088.
Telegl aph, telephone and electric power

seq.

corpoIlltiollll, § 62-701 et seq.
Title, trust and guaranty companies,
§ 30-901 et seq
Transfer and inheritance tax on shares of
domestic corpoIations owned by nonresidents,
§ 14-404.
Transfer of' shares of stock upon death of
owner, written consent of commissioner of
finance under Transfer and InhelitaDce Tax
Act raquired, § 14-417.
Unifolm Commettial Code. § 28-1-101 et
seq.
Venue of actions against domestic
corporations. § 5-404.
Water companies, § 30-801 et seq.
Water users' associations, §§ 30-804,

Fraternal corpozations, § 30-1101 et seq
Garniahment, seIvice of Wlit
on
corporations, § 8-507.
Gas corporatione, § 62-901 et seq.
Guarani.y, title, and oust companies,
§ 30-901 at seq.
Guaranty, title and trust companies IIl8J'
act as transfer agenfa for corpotations,
§ 3(}-901
Institutions ofleazning, § 33-3901 et seq.
Insmance companies, tit, 41
Investment secmities under UnifOlm
Commel1:ia1 Code, §§ 28-8-101- 28-8-406 ,
hIlgation companies, § 30-801 et seq
Limitation of actiOIlll against directolll or
stockholders, § 5-237.
Monopolies, § 4B-10l et seq..
Negotiable
instlument,
effect
of
indorsement by corporation, § 28-3-207.
coopelative
associations,
Nonprofit
§ 30-1001 et seq
Railroad corporations, § 62-101 et seq.
Receivership, §§ ~1 - 8-006
Religioue, social and benevolent aaaociatioDll, § 3O-1101 et seq.

30-805.
Comp. leg. Cal Corp.. Code, §§ 100-2319
(Deering)..

Mont. Rev.. Codes Ann §§ 15-2201 15-22-144
Nev. Rev. Stat . §§ 78.010 - 78.790.
Utah.. Code Ann. §§ 16-10-1 - 16-10-146.
Wash. Rev. Code, §§ 23A04D10

23A.98 .050
Wyo . Stat §§ 17-1-101- 17-1-1011

30-l·2. Definitions. - As used in this act, unless the context othezwise
requires, the telm:
(a) "Colpozation" 01' "domestic corporation" means a cozpolation suPject
to the provisions of this act, except a foreign corporation.
(b) "Foreign corpOIation" means a corporation organized undez laws
othet· than the laws of this state
(c) "Articles of incoIporation" mean the oziginal oz' Iestated azticles of
incorpOl'ation or azticles of consolidation and all amendmentS thereto,
including articles of merger.
(d) "Shares" mean the units into which the proprietary interests in a
cozpol'ation az'e divided.
(e) "SubSCliber" means one who subsczihes for shaI'es in a corporation,
whether before 01' afiez incorpozation .
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(f) "Shareholder" means one who is a holder of record of shares in a
corporation and is synonymous with the term "stockholder" If the mticles
ofincotporation or the bylaws so provide, the board of directors may adopt
by resolution a procedUI'e whereby a shareholder of the coIPoration may
certify in writing to the corporation that all or' a portion of the shm'es
registered in the name of such shareholder are held for the account of a
specified person or persons. The resolution shall set fOIth (1) the
classification of shareholder who may certifY, (2) the purpose or purposes for
which the certification may be made, (3) the fOIm of certification and
information to be contained therein, (4) the nwnber of days before or after
any record date or date of closing of the stock transfel' books, by which time
the certification must be received by the corporation to be effective for the
lecorU date or date of closing of the stock tr'ansfel books, and (5) such other
provisions with respect to the procedure as are deemed necessary 01
desirable. Upon Ieceipt by the corporation of a certification complying with
the procedure, the pe:rsons specified in the certification shall be deemed, for
the purpose 01' pUIpOl3eB set forth in the certification, to be the holders of
Iecoro of the nwnber bfshares specified in place of the shareholder making
the certifkation,
(g) ItAuthorized shar'es~' m~ the shares of all classes which the
corpor ation is authorized to issue.
(h) !'Treasury shares" mean shares of a corpozation which have been
issued, have been subsequently acquired by and belong to the corporation,
and have not, either by reason of the acquisition or thereafter, been
cancelled 01' restored to the status of authorized but unissued shares ,
Treasury shares shall be deemed to be "issued" shat'es, but not
"outstanding" shares.
,
(i) "Net assets" mean the amount by which the total assets of a
corporation exceed the total debts of the corporation
(j) "Stated capital" means, at any pmticular time, the sum of (1) the
aggregate pat value ofall shares of the corporation having a par value that
would have been issued, (2) the amount ofthe consideration received by the
corporation for all shares of the corporation without par value that have
been issued, except such pmt of the consideration therefoI as may have been
allocated to capital surplus in a manner permitted by law, and (3) such
amounts not included in clauses (1) and (2) of this paragraph as have been
tUlDsfen-ed to stated capital of the corpoIation, whether upon the issuance
of shares as a share dividend 01' otherwise, minus all reductions fi'Qm such
sum as have been effected in a manner permitted by law.
(k) "Surplus" means the excess of the net assets of a corporation over- its
stated capital.
U) "Emned surplus" means the portion of the surplus of a corporation
equal to the balance ofits net profits, income, gains and losses fr'Qm the date
of incorpoIation, or from the latest date wh.e n a deficit was eliminated by
an application of its capital surplus or stated capital or otherwise, after
deducting subsequent distributions to shareholders and tr'ansfeIs to stated
capital and capital surplus to the extent such distributions and transfers at'e
made out of earned surplus. Earned surplus shall include also any portion
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of surplus allocated to eroned surplus in merger'S, consolidations, or
acquisitions of all or su~stantially all of the outstanding shares 01." of the
property and assets of another' corporation, domestic or foreign.
(m.) "Capital surplus" means the entire surplus of a corporation other
than its earned surplus.
(n) "Insolvent" means inability of a corporation to pay its debts as they
beCOme due in the usual COllI sa of its business
(0) "Employee" includes officers but not directors. A director may accept
duties which make him also an employee..
(p) "Nonproductive mining corporation" means a corporation whose
specific purposes or' objects are limited to mining, although its generally
stated powers may extend beyond mining. To be classified as nonproductive
in anyone (1) fiscal year, the corporation must neither be actually enga,goo
in any business other than mining nor own any producing mfues at any time
during the entire fiscal yeaz' [I C., § 30-1-2, as added by 1979, ch. 105, § 2,
p. 251.)
COInpUer's note!. For words "this act" see
compiler's notes, § 30-1-1.

Sec.. to sec.. ref. 'Ibis section is metred to in
§§ 3O-1-19A and 30-1-29.

ANAIYBlS

Formation.
A coxpoIation cannot be fOImed by private
agreement between 41dividuals, nor can the
state fOIre its bounty upon p1ivate persona by
incorpoi:atmg them without their consent and
against their will. State v. Cosgrove, 36 Idaho
278, 210 P . 893 (1922) (decided under fOlmer

Business trusts..
Creation by special act prohibited.
Formation
ShareholdaI:s and unit holden; in trust
distinguished

Business Trusts.
A MassacbYBett.s business trust or joint
stock company is not a OOrpolation under the
laws of Idaho. Spotawood v Monis, 12 Idaho
360, 85 P . 1094, 6 L R A. (n 8.) 666 (1906); State
v. Cosgrove, 86 Idaho 278, 210 P. 893 (1922);
EdW'aI'tb v . Belknap, 66 Idaho 639, 166 P 2d
451 (19.(6)Creation by S~ Act Prohibited.
The legislature is prohibited from creating
a coxporation by special act, Const ~ art. 3,
§ 19, pax. 31 State Water Conservation Bd. v.
Enking. 56 Idaho 772, 58 P.2d 779 (1936)

law).

Shareholders and Unit Holders in Trust
Distinguished.
The mutual rights and obligationa of unit
holders in a pure txust and stockholders in a
coxpOIlltion are not the same; the unit hoidaIs
of a pure trust have no mutual xighb and
obligations, and do not control the action of
the txustees. State v . Cosgrave, 36 Idaho 278,
210 P. 393 (1922).
Co1JateIal References. 18 C.J.S., Co;rpoiations, §§ 1, 25, 69, 179, 220, 258, 283, 341,
458, 965, 1146, 1372. 1603, 1638, 1783.

30-1-3. Purposes_ - Corporations may be organized under this act for
any lawful pllIpOSe or purposes, except that, where special provision is made
by law fol' the pleparation, contents, and filing of articles of incorporation
of designated classes of corporations, such corporations shall be oI'ganized
under the special provisions and not hereunder. [I.C., § 30-1-3, as added by
1979, ch. 105, § 2, p. 251.]
Compiler's notes. For words "this act" see
compiler's notes, § 30-1-1

Cross-reL Professional sexvice
porations, §§ 30-1301 - 30-1314

cor-
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srOCK REDEMPTION RESTRUCTURE AGREEl\1ENT

This Stock Redemption Restructure Agreement ("Agreement") is made and entered into as
of the 1st day of July, 1996, by and among AIA SERVICES CORPORA nON, an Idaho
COIporation ("Company"), REED J. TAYLOR CCreditor and DONNA J. TAYLOR ("Series A
Preferred Shareholder")
P

)

RECll ALS:
Company is the parent holding company and owner of all of the capital stock of AIA
Insurance, Inc ("AIAI"), Farmers Health Alliance Administrators, Inc. ("Farmers and The
Universe Life Insurance Company, an Idaho domestic insurance company ("Universe") (other than
certain shares held by directors of Universe as required by law). Great Fidelity Life Insurance
Company, a stock life insurance company domiciled in Indiana ("Great Fidelity"), is a wbollyowned subsidiary of Universe.. Company, AlAI, Farmers, Universe and Great Fidelity are.
.
collectively referred to herein as the "Companies".
A-

U

),

B.
Pursuant to that certain Stock Redemption Agreement between Company and
Creditor dated July 22, 1995, as amended by that certain Addendum to Stock Redemption
Agreement also dated July 22, 1995 (together, the "Stock Redemption Agreement"), all of Creditor's
shares of common stock of Company were redeemed

'-

c· As part considentl:ion ofthe redemption and Creditor's execution of a Noncompetition
Agreement dated July 22, 1995 ("Noncompetition Agreement''), Company: (I) executed a
promissory note dated July 22, 1995 payable to Creditor in the principal amount 0[$1,500,000 (the
"Down Payment Note"), which Down PaYIPent Note became due and payable in full by its terms
on October 21, 1995; (ii) executed a promissory note dated August I, 1995 payable to Creditor in
the principal amourrt of $6,000,000 (the "$6M Note"), which $6M Note was secured by (a) that
certain Stock Pledge Agreement dated July 22, 1995 ("Stock Pledge Agreement") granting Creditor
a security interest in all of the shares of capital. stock held by Company in Universe, AIAI, Farmers
and, in the event of a distnoution of such shares to Company, Great Fidelity (the "Ple~ged Shares"),
and (b) that certain Security Agreement dated July 22, 1995 ("Security Agreement"). granting
Creditor a security interest in all commissions froni the sale insurance or related services by or
on behlilfot: or payable to, the Companies (the RCommission Collatera1")~ and (iii) agreed to pay
Creditor a salary equal to $20,000 per month until the Down Payment note is paid in full Company
and Creditor also entered into a Consulting Agreement dated July 22, 1995 ("Consulting
Agreement"), pursuant to which Creditor is entitled to receive $12,250 per month for a period of
three (3) years following the payment in full of the Down Payment Note. Ihe Stock Redemption
Agreement, the Down Payment Note, the $6M Note, the SecuIity Agreement, the Stock Pledge
Agreement:, the Consulting Agreement and the Noncompetition Agreement are collectively referred
to herein as the "Original Documents". The Original Documents other than the $6M Note are
collectively referenced herein as the "Superseded Documents".

of

By letters dated April 18, 1996, April 25, 1996 and June 4, 1996 (collectively, the
D.
"Notice of Default"), Creditor gave Company fOImai notice of numerous alleged defaults under the
Original Documents, including but not limited to; (i) the failure to pay the Down Payment Note
whendue; (Ii) the failure to make interest payments under the $6M Note; (Iii) the failure to provide
adequate financial information and to comply with various financial covenants in violation of the
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Stock Redemption Agreement, (tv) the failure to pay Creditor's attorneys' fees as required by the
Stock Redemption Agreement, (v) the failure to comply with certain requirements of the Security
Agreement regarding the establishment and control of a Commission Collateral account, and (vi)
the fuilure to pay funds raised in the course of the Company's ·Series C" preferred stock offering to
Crectitor as required by agreement among Company, Creditor and Series A Preferred Shareholder.
Company disputes each of these allegations of default.
E.
The parties now wish to restructure the stock redemption transaction by [1) adjusting
the principal amount of the Down Payment Note, extending its maturity date, providing for intereSt
to accrue on the printipal balance of the Down Payment Note, requiring monthly payments of
principal and interest under the Down Payment Note, and providing security for the payment of the
Down Payment Note; (ll) terminating the Consulting Agreement, revising the Noncompetition
Agreement, and terminating the Company's obligation to pay Creditor a monthly salary; (ill)
amending the tenns ofthe Security Agreement and the Stock Pledge Agreement; and (tv) revising
certain representations, warranties and covenants contained in the Stock Redemption Agreement;
and (v) simplifying and consolidating the various default provisions and remedies therefor. In
ex:dlange fur this restructuring of the Company's obligations to Creditor, Creditor is willing to agree
to waive, and to forebear frum exercising any remedies be may have for, any existing defaults under
the Original Documents, induding (without limitation) those defaults alleged in the Notice of
Default

F.
Series A Preferred Shareholder is the holder of all of the shares of Company's Series
A Stated Value Preferred Stock. Pursuant to (i) Company's Articles ofIncorporation and (ii) that
certain lett~ agreement among the parties hereto and Cumer L Green CGreen") dated January] 1,
1995, as amended by (a) that certain letter from Green to Richard A Riley ("Riley") dated March
22, 1995, (b) that certain letter agreement ainong the parties, Gfeen and Richard W "Campanaro
dated July 18, 1995, (c) that Certain letter from Green to Riley dated Angust 10, 1995, and Cd) that
certain letter from Creditor to Series A Preferred Shareholder dated April 16, 1996 (collectively, the
• S eries A Preferred Shareholder Letter Agreements"), the parties thereto agreed that Series A
Preferred Shareholder would have her stock in Company redeemed in accordance with a specified
payment plan, and that certain payments to Creditor under the QrigUcl Documents would be
subordinated to the Company's obligation to pay.series A Preferred Shareholder. Concurrent with
this Agreement, Creditor, Company and Series A Preferred Shareholder have entered into a new
ag:reemeilt ("Series A Preferred Shareholder Agreement") which supersedes and replaces the Series
A Preferred Shareholder Letter Agreements.

G.
h is the intention of the parties that this Agreement will supersede and replace the
StockRedemptiOD Agreement with respect to any and all representations, warranties and covenants
which were made in the Original Documents and which survived the closing of the stock redemption
transaction, and that neither Creditor nor Company will have any right to claim default under any
of the Original Documents (as they may be amended by this Agreement) merely because any such
represeotation, warranty ()( covenant was or in the future becomes false or unperformed. The parties
wish to rely entirely upon those representations, warranties and covenants contained in the Amended
Stock Pledge Agreement (as defined below). All such representations, warTanties and covenants
shall be deemed to have been made on the date of this Agreernent
AGREEMENTS
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In consideration of the mutual "promises contained hyrein and other good and valuable
consideration, the receipt and sufficiency of which are hereby acknowledged, the parties agree:
I.

Restructure of Redemption Aereement..

11
Amended and Restated Down Payment Note. Concurrent with its execution of this
Agreement, Company shall execute an Amended and Restated Down Payment Note (" Amended
Down Payment Note") in the form attached bereto as Exhibit A; and the original note shall be
marked Ameodect Restated, Superseded and Replaced". Ihe Amended Down Payment Note shall
adjust the principal amount oftbe Down Payment Note to $1,500,000. Tbe principal amount of the
Amended Down Payment Note is hereby acknowledged by the Company to reflect all payments
made by Company with respect to, and all offsets which Company may claim against, such note as
of the date of this Agreement, and any other liabilities Creditor may have to Company (other than
liabilities aI!sing from claims by third parties and liabilities arising under this Agreement or any of
the other Restructured Obligations). In addition, the principal amount of the Amended Down
Payment Note is hereby acknowledged by CreditOl to include all amounts (or the present value
thereof) now due or to become due from Company to Creditor under the Original Documents and
all other claims ofCreditor against Company whatsoevet as of the date of this Agreement, other than
the obligations arising tmder this Agreement or the other RestIUctured Obligations. The Amended
Down Payment Note shall bear interest at the rate of 9_5% per annum (14% while in default), and
shall entitle Creditor to monthly payments of principal and interest in the amount of $33,750 per
month, payable on the first day of each month commencing August 1, 1996 and continuing until
such Note is paid in full. The entire balance of principal and accrued but unpaid interest on the
Amended Down Payment Note shall be due and payable on October 31, 1996 The monthly
payment of principal and int.erest on the Amended Down Payment Note shall be secured by the
Commission Collateral as provided in the Amended and Restated Security Agreement' (as defined
below); and all obligatiOl;ts of Company under the Amended Down Payment Note shall be secured
by the Pledged Shares as provided in the Amended Stock Pledge Agreement (as defined below).
H

12
Amended and Restated Security Agreement. Concurrent with the execution of this
Agreement, Company and Creditor shall execute an Amended and Restated Security Agreement
(ft Amended Security Agreement") in the form attached hereto as Exhibit B; and Company shall
execute such financing statements and other similar documents necessary to perfect Creditor's
securifj-interest g:rant.ed pursuant to the Amended Security Agreement- The Amended Security
Agreement shall pIOvide that the Commission Collateral is security only for the payment of monthly
installments of principal and interest under the Amended Down Payment Note and for monthly
installments of interest under the $6M Note. Creditor, Company and the depository institution at
which the Collateral Account (as defined in the Amended Security Agreement) is established shall,
on or befure the date oftbis Agreement, enter into an Escrow Agreement in the form attached thereto
as Exhibit C ("Escrow Agreement")
1-3
Amended and Restated Stock Pledge Agreement. Concurrent with the execution of
this Agreement, the parties shall enter into an Amended and Restated Stock Pledge Agreement
("Amended Stock Pledge Agreement in the form attached hereto as Exhibit D
W
)

Tesmina1ion ofEmp]Qyment. Termination of Consulting Agreement and Amendment
1.4
of Noncompetition Agreement Effective as of the date of this Agreement, the parties hereby
terminate the Consulting Agreement In addition, Creditor's employment by Company and
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Company's obligation to pay Creditor a salary is terminated effective as of the last day of the month
preceding the month in which this Agreement is executed. Concurrent with the execution oftlris
Agreement, Creditor and Company shall enter into an Amended and Restated Noncompetition
Agreement (n Amended Noncompetition Agreement") in the form attached hereto as Exhibit E.
15
Amendment to Certain Representations. Warranties and Covenants of Company. The
representations, warranties and covenants made by Company in the Stock Redemption Agreement
or any other Original Document are hereby superseded and replaced by the representations,
warranties and covenants set forth in the Amended Stock Pledge Agreement; and neither Company
nor Creditor shall have any claim for any past, existing or future breach of any representation,
warranty or CQvenant made in any of the Superseded Documents or any claim for any breach oftbe
$6M Note if such breach occurred prior to the date of this Agreement

1.6
Payment of Attorneys' Fees. Concurrent with the execution of this Agreement,
Company shall have entered into a written agreement with Creditor ("Attorney Fee Reimbursement
Agr eement") to make periodic installment payments to Creditor's attorneys, Caimcross &
HempeImann. in addition to any other payments described berein, in accordance with the schedule
attached hereto as Schedule 1.6, to reimburse Creditor for his attorneys' fees incurred prior to the
date ofthls Agreement in connection with the consummation of and enforcement of the Company's
obligations pursuant to the stock: redemption transaction and the draft:lng of the Restructured
Obligations.
1. 7· Office Lease. Concurrent with the execution of this Agr·eement, Company shall enter
into a lease in the form of Exhibit F attached hereto with Reed J I aylor and Advantage Insurance
Agency, Inc. en Advantage") for the office space currently occupied by Advantage, on the ground
floor of the building known as One Lewis Clark Plaza, on terms acceptable to the partieS The lease
shall provide for the payment of monthly rent in the amount of $1500 and shall be for a teoo
commencing on the date ofthls Agreement and continuing until the date which is six (6) months
from the date on which the Amended Down Payment Note is paid in fulL
1.8

Agreement

with Series A Preferred Shareholder. Concurrent with the execution of

this Agreement, Company and Crerutor shall have entered into the Series A Preferr~ Shareholder
Agreement in the form attached hereto as Exhibit G. Such Agreement shall supersede and replace
all oftlieSeries A Preferred Shareholder Letter Agreements.
L9
Definition of Restructured Obligations "Restructured Obligations" shall mean this
Agreement, the Amended Down Payment Note, the $6M Note, the Amended Security Agreement,
the Escrow Agreement, the Amended Stock Pledge Agreement, and the Amended Noncompetition
Agreement
Additional ConditiQDS to Restructure.. On or before the date of execution of this
2.
Agreement, and as a condition to Creditor'S waiver of default and agreement to forbear from
exercising remedies under the Original Docpments, the following shaIl have occurred:
Delivery of Universe Certifica.t.§. First Interstate Bank shall have delivered to
2.1
Creditor any and aJl original stock certificates representing capital stock of Universe constituting
Pledged Shares
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22
Establishment of Collateral Account Company's subsidiary, AIA Insurance, Inc
(" AlAI"), shall have established the' Collateral Account; and Company, AlAl, Creditor and the
depository institution at which the Collateral Account is established shall have entered into the
Escrow Agreement. In addition, AIAI shall have provided written instructions to Mark Twain
Kansas Bank ("Bank") which provide that Bank shall, in accordance with currently effective
instructions and procedures, transfer to the Collateral Account all Commission Collateral deposited
into Account No. 8613004124 at such Bank Further, Company, AlAI, Creditor and Bank shall have
entered into an agreement which provides that (i) Bank shall immediately notify Creditor of its
receipt of any (a) instruction by AIAI or Company to take any action which would interrupt or
redirect the flow ofCornmission Collateral into Account No. 86513004124 from any other account
at Bank or the transfer of Commission Collateral from such Account to the Collateral Account, or
(b) request by AIAI or Company to amend that certain lockbox agreement (the "Centennial Lockbox
Agreement") dated June 1, 1995 among AlAI, Universe, The Centennial Life Insurance Company
CCentennial") and Bank, or any notice or instruction delivered to Bank pursuant thereto, or (c)
request by AIAI or Company to move existing bank accounts or establish new bank accounts under
the Centennial Lock Box Agreement; and (ii) Bank: shall not implement any such instruction or
request until the lapse of thirty (30) days from delivery of such notice by Bank to Creditor or Bank's
earlier receiPt of Creditor's written consent to such instruction or request.
2.3
Payment of Felts Field Bill Company shall have paid Felts Field Aviation, Inc the
sum of $15,968.81, which sum constitutes one-half (~) of the total amount claimed by Felts Field
as of July 1, 1996 for repairs to the airplane sold to Creditor pursuant to the stock: redemption
transaction Creditor shall be responsible for the payment of the balance of the Felts Field billS; and
Creditor hereby agrees to indemnify Company from and against any and all claims made by hIts
Field relating to the Felts Field bills. In the event Company is sued by Felts Fjeld with respect to any
Felts Field bill, Company may offset any payments it makes to Felts Field and any litigation
expenses incurred by Company in defending such claim against the principal balance of the
Amended Down Payment Note or (uthe Amended Down Payment Note has been paid off prior to
such offset) the $6M Note.
2.4
Vesting of Protected Agents.. Each insurance agent listed on Schedule 2.4 was
formerly at;l agent of one of the Companies. is now an agent 9f Advantage Insurance Agency Inc.,
and is now and will remain a ftProtected Agent unless and'until such agent loses his Protected
Agent siatus as provided herein.. On or before payment in full of the Amended Down Payment Note,
Company shall pay Creditor the difference between such agent's vested percentage of earned
commissions on insurance policies sold by such agent prior to the date of this Agreement and one
hundred percent (100%) of such earned commissions attributable to the period between Company's
termination of such agent and the date of this Agreement In addition, for SO long as such agent
retains Protected Agent status after the date' of this Agreement, Company shall pay Creditor the
difference between such agent's vested percentage of earned commissions on insurance policies sold
by such agent prior to the date of this Agreement and one hundred percent (1000/0) of such earned
commissions. Su~ agent shall lose his Protected Agent status, and Company's paymerrts to Creditor
hereunder shall cease:
ft

(a)
immediately if such agent breaches his agency agreement with Company,
including (without limitation) breach of his agency agreement by "rolling" any policy on which one
of the Companies is receiving premium or a commission; provided, however, that loss of Protected

AFFIDAVIT OF CHARLES A.BROWsIN SUPPORT OF INTERVENOR'S
/.SUPPLEMENTAL BRlEF RE MOTION TO INTERVENE

47'17

Agent status of any such agent shall not affect any obligation of Company to pay override
commissions to any other agent relating to any rolled policy; or

(b)
immediately if such agent becomes an agent of AlA Insurance, Inc on or
before October 31, 1996; or
(c)
the date of termination of his agency relationship With Advantage if such
agent's relationship with Advantage is terminated for any reason. Creditor covenants and agrees to
notifY Company promptly upon termination of any Protected Agent by Advantage

2.5
Lump Sum Payment Upon execution of this Agreement, Company shall pay
Creditor the sum of Twenty Thousand Dollars (S20,OOO), and shall deliver a bill of sale in the form
attached hereto as Sch~duIe 2.5 for furniture, fixtures and equipment now located on the premises
currently leased to Advantage. The parties intend that this bill sale shall replace in its entirety the
bill of sale delivered to Creditor at the original closing of the redemption transaction

of

3.
Mutual Release. Each of Companies and Creditor hereby releases the other from any and
all claims (whetbel known or unknown, anticipated or unanticipated, contingent or liquidated) such
party may have ari~g out of previous agreements (mcluding, wi~ut limitation, the Original
Documents) or other business arrangement between Company and Creditor or arising out of
Creditor's ownership of or employment by Company prior to the date of this Agreement, other than
those obligations set forth in the Restructured Obligations Specifically excluded from this mutual
release, however, are unknown claims that might arise out of claims by third parties; provided that
this exclusion shall not apply to claims against Company by Donna Taylor except to the extent such
claims are based on acts or omissions by Creditor. In particular, Company and Creditor hereby
release each other from any obligations arising Qut of the payment of expenses associaied with the
CAP Program (as defined in the Stock Redemption Agreement), and Company hereby releases
Advantage from any such obligations, except to the extent that such obligations are reflected in the
adjustments made to the principal balance of the Amended Down Payment Note. Except as such
amountS are reflected in the adjustments made to the principal balance of the Amended Down
Payment Note, Creditor releases Company from any I:ial>ility for the payinent of overdue or default
interest for any period prior to the effective date of this Agr~ment Company and Creditor wee
that all currently existing monetary obligations between Company and Creditor are reflected in the
Amended Down Payment Note and the $6M Note, and Company has DO right to future offsets
against either note for any monetary obligations arising prior to the date of this Agreement.
4.

General Provisions.

4.1
Capacity in Which Series A Preferred Shareholder is Signing: Consent to
Transaction Series A Preferred Shareholder is a party to this Agreement for the purpose of
expressing her consent to and approval of the terms of this Agreement and the accuracy of the
representations made by her in this Section 4.1, and not as a direct beneficiary of the terms hereof,
and she shall have no right arising solely out of this Agreement to enforce, or to seek any remedy
for the breach of, any of the terms of this Agreement. Rather, her rights shall be governed by the
Company's Articles of Incorporation and the terms of the Series A Preferred Shar·eholder
Agreement. Series A Preferred ShareholdeI represents and warrants to Company and to Creditor
that she bas been advised to consult, and has bad the opportunity to consult, With independent legal
counsel regarding this Agreement and the Series A Preferred Shareholder Agreement, that she has
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read and fully understands the terms of this Agreement and the Series A Preferred Shareholder
Agreement, and that she consents 10 and approves the terms hereof and thereof; including but not
limited to Company's agreement to pay Creditor in accordance with th~ terms of the Amended Down
Payment Note and the $6M Note (subject, however, to the subordination provisions of the Series
A Preferred Shareholder Agreement)

42
or effect

Status ofSyperse;ied Documents. Tbe Superseded Documents are of no further force

4.3
Waiver: Forbearance. Creditor hereby waives any and all defaults alleged in the
No rice of Default or which could have been alleged undet the Original Documents prior to the
effective date of this Agreement, and further agrees to forbear from exercising any remedy he may
have had for any such default under the Original Documents

4.4
Amendments and Waivers The provisions of this Agreement may be amended only
by the written agreement of Company, Series A Preferred Shareholder and Creditor Except as
otherwise provided herein, any waiver, permit, consent or approval of any kind or character on the
part of either Company, Series A Preferred Shareholder or Creditor of any provision or condition
of this Agreement must be made in writing and shall be effective only to the extent specificaBy set .
forth in such writing. No action taken pursuant to this Agreement, including any investigation by
or on behalf of either Company, Series A Preferred Shareholder or Creditor, shall be deemed to
constitute a waiver by the party taking such action of compliance with any I epresentation, warranty,
covenant or agreement contained herein. The waiver by either Company, Series A Preferred
Shareholder or Creditor of a breach of any provision of tbis Agreement shall not operate or be
construed as a waiver of any subsequent breach.
4.5
Governing Law_ The validity. meaning and effect of this Agreement shall be
determined in accordance with the laws of the State ofIdaho.
4.6
Entire Agreement. Tbis Agreement, including the exhibits hereto, and the ancillary
documents expressly referred to herein, constitute the entire agreement of the parties concerning the
matters referred to herein and ~persede all prior agreements .and ).lllderstandings, oral or written,
all of which are hereby superseded and canceled_

4.7
Execution in Counterparts. Ihis Agreement may be executed in any number of
counterparts, each of which when so executed and delivered shall be deemed an original, and such
counterparts together shall constitute one instrument
EFFECTIVE as of the date first set forth above
COMPANY:

AlA SERVICES CORPORATION

CREDITOR:

REEDJ TAYLOR
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SERIES A PREFERRED
SHAREHOLDER:

.!

DONNA TAYLOR

dkv>1A'=~~
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SCHEDULE 1.6

CAlRNCROSS & HEMPELMANN Al10RNEY FEE
~URSEMENTSCHEDULE

(,v£ (~)
~ installments

of $5,000 each payable directly by Company to Cairncross &

Hempelmann commencing upon the first payment due to Creditor under the Amended Down
r
4~
PaymentNote
~~~,.-_ Q.c-.i~~ ~c''-- tL r..
J

o.-...J -tL

1-"l~3'1p

ru--..-;'-.f-

)

~ff-

~

AFFIDAVIT OF CHARLES ABROW'»erN SUPPORT OF INTERVENOR'S
I. SUPPLEMENTAL BRIEF RE MOTION TO INTERVENE

LEI IER AGREEMENT

July 1, 1996

Reed J. 1 aylor
One Lewis Clark Plaza
Lewiston ID 83501
Re:

Reimbursement of Attomeys' Fees

Pursuant to Section 1.6 of the Stock Redemption Restructure Agreement dated as ofJuly 1,
1996 ("Agreement") among AIA Services Corporation ("Company"), Reed J. Taylor ("Creditor")
and Donna 1. Taylor. Company agrees to pay directly to Cairncross & Hempelmann, on behalf of
Creditor, attorney fees incurred by Creditor prior to the date hereof in connection with the
consummation of and enforcement of Company's obligations pursuant to the stock redemption
transaction and the drafting of the Restructured Obligations (as defined in the Agreement); provided
that such fees shall not exceed $55,000 and shall be payable in accordance with Schedule 1 6
attached to the Agreement
COMPANY:

AlA SERVICES CORPORATION

By

11~~~

R John Taylor, CEO

CREDITOR:

AFFIDAVIT OF CHARLES A.BROWN'aW~UPPORT OF INTERVENOR'S
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PR<1TECTEO M; EIlTS

RonnieWJf...-ns

~""d'

•
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SCHEDULE 2.5

BILL OF SALE

KNOW ALL MEN BY TRESE PRESENTS:
EFFECTIVE as of the

!~ tl

~

day of August, 1995, AlA INSURANCE,

INC., an Idaho corporation ("Transferor"), for good and valuable
consideration given

in that certain Stock Redemption Agreement

between Transferor and
Redemption Agree..'1Ient lf )

t

Transferee dated July

22,

1995

("stock

the receipt and legal sUfficiency of which

is hereby acknowledged, does by these presents grant, bargain, sell
and

convey

unto REED J.

TAYLOR

("Transferee")

the

CAP Progxam

Tangible Property itemized on Exhibit "A", attached her'eto and by
this reference made a part. hereof as if set forth

in full

(ffCl>.P

Program Tangible Property"), TO HAVE AND TO HOLD the CAP Program
Tangible

Property

to

Transferee,

his

successors

and

assigns

forever.
IN WITNESS WHEREOF, the Transferor has executed this Bill of
Sale as of the day and year first above written .

,

.
.

I

')

AlA INSURANCE,-INC/

/(_j-d/:, (11\ /

R.'Jdhn Taylor, {fresident

Pur'suant to the Stock Redemption Restructure Agreement. to wtJich this Sched~le 2.5 is
attached, Exhibit A to this original Bill of Sale with pr~paration date of 8/11/95 shall
be replaced by Exhibit A with preparation date of 7{15/96 and the furniture, fixture &
equipment inventory as se~ forth shall be sold and (onveyed to Reed J. Taylor.
DATED this 23d day of July, 1996.
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Prepared by Brian Peters 8/11195

CAP FURNITURE, FIXTURE & EQUIPMENT INVENTORY
Adding Machines:

2

2

1.-

Sharp EL2192G
EL2630A
w
•
VX1652

1
Bookcases:

40"x42' wood

Chairs:

2
1
1
1
1

* ."j
1
3
Firing cabinets:

Steel shelving:

VX2652

Ergonomic - blue high back
Manager - blue
• - brown wI chrome arms
brown leather
Secretarial - black
• - blue
., - burgandy
. - grey
• - oranoe
W

_

2 drawer vertical - beige
lateral" - sand
4 drawer lateral - black
4 drawer vertical legal size - I3ia:k brc:Mlll
4

Storage racks:

24·x36" 6 shelf units - grey
4B"x60· literature rack.

Tables:
4

24·xSO' Orange laminate top
30"xSO' Wood grain laminate top wI pencil drawers

1

IBM Wheelwriter 6 (# 22013)

Typewriters:

Workstations:

10

Knoll - standard modular workstations

1 30x60

wooden desk

1 wheel cart:
1 2' x 6' credenza

&

desk

Peed Taylor's office furniture
Carputers:

1
1
1
6
1

CO:riPac Contura 3/25C (wi nonitor & keyi:oaro.)

Dell P75
Packard Bell 486/66
386 not:eJ:::ooks (various)
lIP Sel:ies II Laserjet printer

1 Panasonic FX-P4410 printer

1 3' prmter table

*

one burgandy dlair to be of transferor's choice

AFFIDAVIT OF CHARLES A.BROWN IN SUPPORT OF INTERVENOR'S
/.SUPPLEMENTAL BRlEF RE MOTION TO INTERVENE

Prepared by Brian Peters 7/15/96

CAP FURNITURE. FIXTURE & EQUIPMENT INVENTORY
Adding Machines: 2

Bookcases:

Sharp El2192G

1

El2630A
" " VX1652
VX2652

1

40·x42" wood

2

Ergonomic - blue high back
Manager - blue
brown wI chrome arms
1
brown leather
1
Secretarial - black
1
"- blue
2
• - burgandy
"-grey
1
3
• - orange
• Plus one burgandy chair of transferor's choice
Chairs:

2
1

Filing cabinets:
1
1
1

M

_

M

_

2 drawer vertical - beige
sand
M

_

4 drawer lateral - black.
4 drawer vertical legal size - black

Steel shelving:

4

24'x36" 6 shelf units - grey

Storage racks:

1

4S"x60· literature rack

1

24"x60· Orange laminate top
30·x60· Wood grain laminate top wi pencil drawers
3' Primer table
IBM Wheelwriter 6 (# 6747-11-6111145)

Tables:

4
1
Typewriter:
Computers:

1

ComPac Conlura 3/25C (wI monitor & keyboard)

1

Dell P75

1

Pack.ard Bell 486/66
386 Notebooks (various)
HP Series II Lasejet printer
P anasonic FX-P441 0 printer

6
1
1

Reed's office
Ernie's office

Mailing area

Officer's set (ensemble from 2nd floor)

1
1
1
1
3
4

Single oal< secretary desk
Officer's set - Matching desk, credenza and book case
High-back. brown leather chair
24- square end table
Burgandy side chairs wI dark wood arms
White laminated storage lockers

2

Literature storage racks - 24 bin
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Prepared by Brian Peters 7/15/96

2
Jud/Diane

1

1
1

1
2
Lil's station

1
1

1
1
1
Paige

1
1

1

8' Folding table
Grey wing desk.
Salmon colored side chairs wI golden oak arms
Single oak manager's desk.
Single oak. secretary desk wi computer keybo:3f(1 tray
Cylindrical plant stand oak laminate wI plant
Oak righi-hand wing desk
Salmon colored side chairs wI golden oak arms
Oak laminate supervisors station
Typing stand wI plywood top
Single oak. secretary desk.
TAS 2 shelf storage cabinet
Salmon colored side chairs wI golden oak arms
Oak. right-hand wing desk
Salmon colored side chairs wI golden oak arms
TAB 2 shelf storage cabinet

Diane Shaul

Oak computer table (Being used as coffee station)
Oak right-hand wing desk
Salmon colored side chairs wI golden oak arms
TAB 2 shelf storage cabinet

Katie

Oak righi-hand wing desk
Salmon colored side chairs wI golden oak. arms

Selina

Oak. righI-hand wing desk
Salmon cblored side chairs wI golden oak arms

Typing station!
Misc.

1
1
1

Salmon colored side chairs wI golden oak arms
Single oak secretary desk
30"x60· wood grain top table wI pencil drawer
30'x10' grey laminate work table
30"x48" grey laminate work table (FAx stand)
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EXHiBIT __A,__ _
AMENDED AND RESTATED PROMISSORY NOTE
July 1, 1996

$1,500,000

FOR VALUE RECEIVED, AIA Services Corporation, an; Idaho corporation
C'Company"), hereby promises to pay to the order of Reed 1. Taylor ("Payee") the principal sum of
One Million'Five Hundred Thousand Dollars (Sl,500,000) together with accrued interest on the
unpaid principal balance from the date hereof at a per annum rate equal to nine and one-half percent
(95%)
This Note is the Amended Down Payment Note referred to in the Stock Redemption
Restructure Agreement of even date herewith among Company, Creditor and Donna Taylor (the
" Agreement") Terms used but not defined herein have the meaning given to them in the
Agreen1enL This Note is secured by the Amended Security Agreement and the Amended Stock
Pledge Agreement, to which reference is made for a description of the collateral subject thereto,
This Note amends, restates, supersedes and replaces that certain Promissory Note made by
Company to Payee dated July 22, 1995 (the "Original Note''), and evidences the continu~ adjusted
debt obligation of Company incurred in connection with the redemption of Payee's ownership
interest in Company pursuant to the Agreement Upon execution of this Note, Payee will clearly
mark the Original Note "AlvffiNDED, RESTATED, SUPERSEDED AND REPLACED" and return
it to Company,
This Note shall be paid in equal instaIlrnents of principal and accrued interest in the amount
of Thirty-Three Thousand Seven Hundred Fifty Dollars ($33,750) on the first day of each month
commencing August 1, 1996, with the entire balance of unpaid principal and accrued interest due
and payable on October' 31, 1996 at the address of Payee to which notices are to be sent under the
Agreement, or at such other place as the holder hereof shall designate in writing

This Note may be prepaid without penalty, Reference is made to the Amended Stock Pledge
Agreern~t for the provisions defining a default under this Note and the remedies ther'efoL In the
event of such a default, the unpaid balance of principal an~ interest of this Note shall incur interest
at the lesser of fourteen percent (14%) or the highest rate permitted by applicable law. It is
expressly understood and agreed that the timely payment of this Note is an unsubordinated and
unconditional obligation of Company,
Except as otherwise provided herein, the undersigned and all endorsers and all persons liable
or to become liable on this Note hereby (a) waive diligence, presentment, demand, protest, and
notice of any kind, (b) consent to any and all renewals and extensions in the time of payment hereo£:
(c) waive any right to offset against amounts due to Payee hereunder any amounts due to Company,
including oot not limited to any amounts due to Company pursuant to the Restructured Obligations,
except to the extent the right to offset is expressly granted to Company by the Agreement, and (d)
agree that at any time the terms of payment hefe9f may be modified without affecting the liability
of any party to this Note'or of any person liable or to become liable with respect to any indebtedness
evidenced hereby_

In the event this Note is placed in the hands of an attorney for Collection, or suit is brought
on the same, or the same is collecte4 through bankruptcy or other judicial proceedings, then the
Page 1
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undersigned agrees and promises to pay reasonable attorney fees and collection costs incuned in
connection therewith, including all out-of-pocket expenses incurred by the holder hereof; with or
without suit, on appeal or in bankruptcy or other insolvency proceedings
Company acknowledges receipt of the following notice:
ORALAGREEMENfS OR ORAL COl\1MITMENTS 10 LOAN MONEY, EXrEND
CREDIT, OR TO FORBEAR FROM ENFORCING REPAYMENT OF A DEBT ARE NO r
ENFORCEABLE UNDER IDAHO LAW.

AlA SERVICES CORPORATION

Page 2
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- AMENDED AND RESTATED SECURITY AGREEMEfXH

IBIT .8

This Amended and Restated Security Agreement (the" Agreement") is entered into as of July
1, 1996. by and among Reed J. I aylof ("Secured Party"), AIA Services Corporation, an Idaho
corporation ("Company"), and AlA Insurance, Inc., an Idaho corporation ("AIAI") (together with
Company, the "Companies").
RECITALS

A
Company and SeaJ.redParty are parries to that certain Stock Redemption Agreement
dated as July 22, 1995 (the "Redemption Agreement"), pursuant to which Company redeemed
613,494 shares of its Conunon Stock held by Secured Party in exchange for, in part, a promissory
note in the principal amount of $1,500,000 (the "Down Payment Note") and a promis~ory note in
theprincipa1 arp.ountof$6,OOO,OOO (the u$6MNote"). Company and Secured Party also entered into
a Security Agreemeo1 (the ~Security Agreement") and a stock Pledge Agreement (the "Stock Pledge
Agreement"), each dated July 22, 1995, granting security interests in certain collateral to secure
payment of the $6M Note Company and Secured Party also entered into a Consulting Agreement
(the "Consulting Agreement") and a· Noncompetition Agreement (the "Noncompetition
Agreement"), both dated July 22, 1995
B.
Concurrent with the execution of this Agreemerrt, Company and Secured Party have
entered into that certain Stock Redemption Restructure Agreement (the "Restructure Agreement")
pursuant to which the obligations and agreements referred to above have been restructured (the
"Restructure"j

C
As a part of the Restructure, Company and Secured Party have agreed to"amend and
restate the Security Agreement to provide, amoDg other things, for security for the Down Payment
Note (as amended pursuant to the Restructure, the •Amended Down Payment Note") and for new
arrangements relating to the location and disposition of Commission Collateral
D.
As a part ofthe Restructure, Company and Secured Party have agreed to simplify and
consolidate the Restructure default and remedy provisions into an Amended and Restated Stock
Pledge Agreement (K Amended Stock Pledge Agreement-).· .
E.

This Agreement amends, resta1es, supersedes and replaces the Security Agreement

E.
Capitalized terms used herein but not herein defined have the mearungs ascribed to
them in the Restructure Agreement

AGREEMENTS

NOW, THEREFORE, for and in consideration of the foregoing premises, and for other
good and valuable consideration the sufficiency and receipt of which are hereby acknowledged,
Secured Party and the Companies agree as follows:
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Definitions

As used in this Agreement:
"Commission Collateral" means all commissions from the sale of insurance or related
services received by or on behalf ot; or payable to, any of the Company, AIAl or any of Company's

other Subsidiaries, and any interest thereon
"Collateral Account" has the meaning given such term in Section 4 of this Agreement.
"Seellled Obligations" means the punctual payment and perfonnance by Company of any
and all monetary obligations, liabilities and amounts now or hereafter owing, due or not due, direct
or indirect, liquidated or contingent, to Secur ed Party pursuant to the Attorney Fee Reimbursement
Agreement, the Amended Down Payment Note and the $6M Note.
''Subsidiary'' of a person means (i) any corporation 500/0 or more of the outstanding voting
securities having ordinary voting power of which shall at the time be owned or controlled,directly
or in<Erectly, by such person or by one or more of its Subsidiaries or by such person and one or more
ofits Subsidiaries, or (ii) any partnership, association, joint venture or similar business organizations
50"10 or more of the ownership interests having ordinary voting power of which shall at the time be
so owned or controlled.

2.

Seqlrity Inter-est

As collateral security for the prompt and unconditional payment and performance of the
Secured Obligations, Companies hereby grant to Secured Party a security interest in all of their right,
title and interest in and to the Commission Collateral
3.
4.

[Intentionally Omitted J
Collateral Account

All Commission Collateral shall be received and held by CQmpanies in trust for
Secured Party, and shall be immediately, upon receipt, deposited in a special bank account (the
"Collateral Account"). Companies shall segregate any Commission Collateral from any of
Companies' other funds or property, and will hold the Commission Collateral separate and apart
from any other funds or property and upon an express trust for Secured Party until deposit thereof
is made in the Collateral Account. On or before the effective date of this Agreement, AlAI, Secured
Party and the depository institution at which the Collateral Account is maintained ~ enter into
an irrevocable lock-box agreement (the "Lockbox Agreement") in the form required by the
Restructure Agreement Funds in the Collateral Account shall be disbursed in accordance with the
terms of the Escrow Agreement Companies may, subject to applicable notice provisions in the
Escrow Agreement, cha,nge the Collateral Account or change the Collateral Account depository as
long as the new account is subject to the terms of the Escrow Agreement or a Iockbox agreement
with the new depository containing substantially the same terms as the Escrow Agreement In
addition, AlAI shall provide written instructions to Mark Twain Kansas Bank ("Bank which
provide that Bank shall, in accordance with currently effective instructions and procedures, transfer
to the Collateral Account aD Commission Collateral deposited into Account No. 8613004124 at such
W
)
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Bank. Further, Company, AlAI, Creditor and Bank shall enter into an agreement which provides
that (i) Bank shall immediately notifY Creditor of its receipt of any (a) instruction by AIAI or
Company to take any action which would interrupt or redirect the flow of Commission Collateral
into Account No. 86513004124 from any other account at Bank or the tninsfer ofCorrumssion
Collateral from such Account to the Collateral Account, or (b) request by AlA or Company to
amend that certain lockbox agreement (the "Centennial Lock Box Agreement") dated June 1, 1995
among AlAI, Universe, The Centennial Life Insurance Company ("Centennial") and Bank, O! any
notice or instruction delivered to Bank: pursuant thereto, or (c) request by AIAI or Company to move
existing bank accounts or establish new bank accounts under the Centennial Lock Box Agreement;
and (n) Bank shall not implement any such implement any such instruction or request until the lapse
of thirty (30) days from d.elivery of such notice by Bank to Creditor or Bank's earlier receipt of
Creditor's written consent to such instruction or request.
5.
Defaults and Remedies. The circumstances constituting Defaults under this Agreement and
the remedies therefor shall, for the purpose of the convenience of having all such provisions
contained within a single document, be determined in accordance with the Amended Stock Pledge
Agreement. Secured Party shall have no recourse to the CoIll1Illssion Collateral in the event of a
non-monetary default under the Restructured Obligations; but nothing contained in this Agreement
shall affect Secured Party's rights and remedies under the Amended Stock Pledge Agreement for
monetary or non-monetary defaults.
6.

Revival of Security Interest

To the extent Company makes a payment to Secured Party, which payment is later
invalidated, declared to be a fraudulent transfer or preference, set aside or required to be repaid
under any bankruptcy law, other law or equitable principle, Secured party's interest in the
Commission Collateral shall be revived and continued as if the payment or proceeds had never been
received by the Secured Party

7.

~~cenaneous

1-1
Fmandng Statements, Etc. Companies will sign any financing statements and other
filings with governmental offices or agencies, and other documents relating to the Commission
Conateral that Secured Party may reasonably request. Secured Party is nevertheless authorized to
file such documents without Companies' signatures and Companies hereby grant to Secured Party
a power of attorney to execute any such documents as Companies' attorney-in-fact. Such power of
attorney is coupled with an interest and shall be irrevocable until Secured Obligations have been
fully and finally paid Companies will reimburse Secured Party upon demand for all expenses
incurred for the perfection and continuation of perfection of Secured Party's security interest in the
Commission Collateral.
7_2
Amendment This Agreement and the other Restructured Obligations entered into in
connection with the Secured Obligations contain the complete and final expression of the entire
agreement of the parties. No provision of this Agreement may be amended, modilled, waived or
supplemented, except by a writing signed by the party sought to be charged with the amendment,
modification, waiver or supplementation

3
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Remedier Cumulative. All rights and remedies of Secured Party shall be cumulative
and may be exercised at such times and in such order as Secured party determines The failure of
Secured Party to insist upon or enforce strict performance of any provisions ofthis Agreement, or
to exercise its rights or privileges hereunder or any of its lights as provided by statute or law or in
equity or otherwise, shall not impair, prejudice or constitute a waiver of any such right, power,
remedy or privilege or be construed as a waiver of any Default or as an acquiescence therein or
preclude the exercise or enforcement thereof at a later time. No waiver by Secured Party of any
Default shall be a waiver of any other Default Nor shall any single or partial exercise of any such
right, power, remedy or privilege preclude any other or further exercise thereof or the exercise of
any other right, power, remedy or privilege
Z4
Effectivene.s:s.. This Agreement shall remain in full force and effect until the earlier
of{i}the pledge offair market value bonds for other Collateral in accordance with Section IO(a) of
the Amended Stock Pledge Agreement, eli) the indefeasible performanCe· or payment in full in cash
ofallthe Secured Obligations, or (Iii) the termination of this Agreement in writing by Secured Party
7.5
Termination; Further Assulances. This Agreement and the Escrow Agreement shall
terminate and be of no further force or effect upon the earliest to occur of the events set forth in
Section 7.4 hereof: Secured.Party's security interest in.the Commission Collateral shall thereupon .
cease; and Secured Party Shan execute and deliver any and all additional papers, documents and
othet·instrumeots (mcludirig. without limitation, UCC tennmation statements), and shall do any and
all acts and things reasonably necessary in connection with the performance of his obligations
hereunder ~d to carry out the mtent of the parties as expressed in this Agreement.

7.6
Notices Any notice under this Agreement shall be in writing and shall be given as
provided in the Amended Stock Pledge Agreement

7.7
Governing Law. This Security Agreement shall be governed by, and construed in
accordance with the laws of the State ofIdaho.
7.8
Counterpcotr. Ihis Agreement maybe executed in any number ofcount~ and
by each party on a separate counterpart, each of which when so executed and delivered shaD be
deemed an original and all ofwbich taken together shall constiiirte but one and the same instrument
7.9
Restatement of Security Agreement. The Security Agreement is hereby amended,
restated, superseded and replaced in its entirety and shall hereafter have no force or effect. Ssecured
Party hereby waives any and all right to claim any breach of the Security Agreement or to exercise
any remedy thereunder.
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IN WITNESS WHEREOF the parties have duly executed and delivered this Agreement as
of the date first written above.

COMPANY:

PJASERVlJtr<rl

By.
Its·

(

~

SECURED PARTY:
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ESCROW AGREEMENT

EXtilBJr --.L

THIS ESCROW AGREEMENT ("Agreementtf) is made and entered into this 2::2 day
of ~J
1996, by and among REED 1. TAYLOR, a single roan residing at Lewiston,
Idaho ("Se ured partyn); AlA INSURANCE, INC, an Idaho corporation with its principal

y...\l '

place of business at Lewiston, Idaho ("AlA"); AlA SERVICES CORPORA nON, an Idaho
corporation with its principal place of business in Lewiston, Idaho ("Services"); and Mark
Twain Banks ("Bank").
WHEREAS, Services and Secured Party entered into a Stock Redemption Agreement
and related agreements, which agreements have been restructured pursuant to a Stock
Redemption Restructwe Agreement of even date herewith (collectively "Redemption
Agreements"), including (without limitation) an Amended and Restated Security Agreement
(the "Security Agreement"); and
WHEREAS, pursuant to the Redemption Agreements, Company is obligated to make
certain monthly payments to Secured Party (collectively "Payments" and each a "Payment")
in the amount of $75,000 per month until full payment of the Amended Down Payment Note
and thereafteI in the amount of $41,250 per month until full payment of the $6M Note
(provided that, in the event of any partial prepayment of the $6M note, the amount of such
monthly payment shall be reduced to an amount equal to .6875% of the remaining principal
balance of.the $6M Note); and
WHEREAS, this Agreement is entered into pursuant to Section 4 of the SecUrity
Agreement; a.'1d
WHEREAS, pursuant to Section 4 of the Security Agreement, Services and AlA have
agreed that aU Commission Collateral shall be remitted for deposit in a Collateral Account at
a bank designated and appointed by AlA; and
WHEREAS, the Security Agreement provides for Secured Party to establish a special
bank account controlled solely by Secured Party ("Secur~ Party Account"); and
WHEREAS, Bank has been, and hereby is, designated and duly appointed by AlA as
the bank wherein the Collateral Account is established; and
WHEREAS, AIA, Services, Secured Party and Bank desire to enter into a written
agreement setting forth with particularity the agreed-upon practices and procedures with respect
to the operation of thl;! Collateral Account; and
WHEREAS, Bank and AlA are parties to that certain Lock Box Agreement with The
Centennial Life IllSUIance Company ("Centennial") dated June 1, 1995 (the "Centennial Lock
Box Agreement") pursuant to which ceItain payments deposited in various trust accounts at
Bank are separated and deposited into other accounts at Bank, including AlA Insurance, Inc
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Account No 8613004124 (the "Mark Twain Account'} The Mark Twain Account contains
Commission Collateral commingled with other cash

NOW, THEREFORE, in consideration of the foregoing recitals and of the terms and
conditions hereinafter set forth, and for other good and valuable consideration, the parties
hereto agree as follows:
1_

F Or purposes of this Agreement:

"Commission Collateral" means all commIssIons from the sale of
(a)
insurance or related services received through the Centennial Lock Box Agreement by
or on behalf of~ or payable to, any of the Companies (as defIned in the Security
Agreement) or any of their subsidiaries, and any interest thereOrL
(b) . "Co/lateral Account" means the account at Bank established under
Section 3 hereof and into which all Commission Collateral must be deposited in
accordance with Section 4 of the Security Agreement and Section 4 of this Agreement

"Amended Down PaymenJ Note" means that certain Amended and
(c)
Restated Down Payment Note dated July 1, 1996 payable by SeIvices to Reed J Taylor
in the pr:incipal amount of $1 5 million.
U$6M Note" means that certain Promissory Note dated August 1, 1995
(d)
paYf-ble by Services to Reed J. Taylor in the principal amount of Six Million Dollars
($6,000,000)_

(e)
All capitalized terms not otherwise defined herein shall have the
meanings assigned In the Redemption Agreements
2.
SUbject to the terms and provisions of this Agreement, Services, ALA., and
Secured Party have requested that Bank accept and dePosit in the Collateral Account all
C.ornmission Collateral included in the funds deposited in the Mark Twain Account pursuant
to the Centennial Lock Box Agreement; and Bank has agreed to accept such deposits under the
terms and provisions of this Agreement.
3_

The parties hereto have established at Bank the Collateral Account (ACCOlLlt No
1731ffio ) in the name of AlA Insurance, Inc_; and Secured Party has established the
Secured Party Account (Account No_ 019]314244) at First Security Bank, 9th & Main,
Lewiston, Idaho 83501 in the name and undel the sole control of Reed 1 Taylor, Funds
deposited in the Secured Party Account shall be available for immediate withdrawal by
authorized signers on the Secured Party Account
4.
Pursuant to the provisions of Section 4 of the Security Agreement, the
Companies shall remit all Commission Collateral to Bank for deposit in the Collateral Account
AlA shall deliver to Bank, on at least a weekly basis, a written report of the amount of
Commission Collateral then on deposit in the Mark Twain Account and shall direct Bank to
transfer such amount to the Collateral Account; and Bank shall promptly transfer such amount
from the Mark rwain Account to the Collateral Account. Except as provided in Section 5 of
ESCROW AGREEMENT - Page 2
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this Agreement, all funds in the Collateral Account shall be disbursed to or upon the order or
dir'ection of AlA.
5
Secured Party shall plOvide Bank with wire-transfer instructions to enable Bank
to transfer funds to the Secured Party Account in accordance with this AgreemenL On the 1st
business day of each month beginning August 1, 1996, Bank shall automatically wire-uansfer
the Payment from the Collateral Account to the Secured Party AccounL In the event the funds
in the Collateral Account are insufficient to pay the full amount of the Payment then due, Bank
shall wire-transfer to the Secured Party Account, on a daily basis, all funds subsequently
deposited in the Collateral Account until the full amount of the Payment has been wiretransferred_ Ihis obHgation to transfer the Payment from the Coll~teral Account to the Secured
Party Account shaIl supersede any contrary or inconsistent instructions or directions given by
AlA under Section 4 hereof Once the full amount of any and all Payments then due has been
transferred to the Secured Party Account, however, the provisions of Section 4 hereof shall
govern the withdrawal Or disbursement of funds flOm the Collateral Account
6.
Ihe amount of the Payment shall initially be $75,000 per month. Bank shall
reduce the amount of the Payment to $41,250 per month, effective as of the next payment date
following presentation. by AlA of a copy of the Amended Down Payment Note marked paid
or cancelled by CreditOI. Following presentation by AlA of a receipt from Creditor
acknowJedging partial prepayment of the $6M Note, Bank shall further reduce the monthly
payment to an amount equal 106875% of the remaining principal balance of the $6M Note
7. ,Bank shall immediately notify Secured Party of its receipt of any (a) instruction
by AlA to take any action which would interrupt or redirect the flow of Commission Collateral
into the Mark Twain Account from any other account at Bank, or which would interrupt 'the
transfer of Commission Collateral from the Mark I wain Account to the Collateral Account,
or (b) request by AlA or Company to amend the Centennial Lock Box Agreement, or any
notice or instruction delivered to Bank pursuant thereto, or (c) request by by AlA or Company
to move existing bank accounts or establish new bank accounts' under the Centennial Lock Box
Agreement Bank will take no action in accordance with any such instruction or request until
the lapse of thirty (30) days from delivery of such notice by Bank: to Secured Earty or Bank's
earlier receipt of Secured Pruty's WIitten consent to such._instruction or request; provided that,
upon lapse of thirty (30) days from the delivery of such notice,' Bank: will act in accordance
with such instructions or request notwithstanding any written or oral objection by Secwed
Party, unless Secured Party delivers to Bank a certified copy of a complaint, filed in a court
of competent juri.sdiction, seeking a court order enjoining Bank from acting in accordance with
such instructions 01 request_ This Section 7 of this Agreement is not intended to affect the
rights or obligations of Bank or Centennial under the Centennial Lock Box Agreement
However, Bank shall immediately notify Secured Party of any instruction or request by
Centennial which would or could affect the Mark 1 wain Account or the flow of Commissions
Collateral into that account under the Centennial lock Box Agreement or the transfer offunds
from the Mark I wain Account to the Secured Party Account under this Agreement
8_
Bank shall have the right to terminate this Agreement upon thirty (30) days'
prior written notice to Company and Secured Party. This Agreement may also be terminated
by mutual agreement of AlA, Services and Secured Party Unless sooner terminated by Bank
or by mutual agreement of AlA, Services and Secured Party, this Agreement shall remain in
ESCROW AGREEMENT - Page 3
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full force a.i:Jd effect until the eatlier of (i) payment in full of both the Amended Down Payment
Note and the $6M Note, as evidenced by AlA's presentation to Bank of the cancelled $6M
Note, or (ii) WIitten acceptance by Secured Party of other collateral or security for the $6M
Note in substitution for the Commission Collateral.

9.
In the event Bank is threatened with litigation as a result of any dispute among
Services, AlA and Secured PartY, Bank is hereby authorized to file an interpleader action in
any co~t of competent jurisdiction and to deposit with the clerk of the comt the amount of the
disputed funds, less any court filing fees.
10.
Bank shall have no duties not expressed in this Agreement. Bank shall have no
duties, expressed or implied, reJating to any other agreement among Services, AlA and Secured
Party. Bank shall have no duty to determine if the division of funds between Secured Party
and AlA is correct. Bank shall not be required to verify, prior to making disbursements under
Sections 4 or 5 hereof, that the funds on deposit in the Collateral Account are "good funds".
Bank shall not be required to determine whether Secured Party or AlA is entitJed to any funds
which may be disputed, should such disputes arise out of this Agreement or any other
agreement.
11.
Services, AlA and Secured Party pereby agree, jointly and severally, to
indemnify and save Bank harmless from and against any loss, liability OI expense Ieasonably
incurred, without negligence or bad faith on Bank's part, arising out of or in connection with
this Agreement, including the expense of Bank defending itself against any claim or liability
hereunder, or of filing any interpleader action. This indemnity provision shall survive
termination of this Agreement
12
Bank shall charge the Collateral Account directly for any and all customary and
usual costs and expenses (including, without limitation, wire-transfer charges) in connection
with this Agreement, as specifically set forth in the fee schedule plovided by Bank and
attached hereto as Exhibit "An.
13.
This Agreement shall be construed in accoldance with, and shall be governed
by, the laws of the State of Missomi

14
This Agreement· may be executed in one or more counterparts, each of which
shall be deemed an original, but all of which together shall constitute one and the· same
inStrument
15.
The provisions of this Agreement may be waived, altered, amended or repealed,
in whole or in part, only in a written instrument signed by all of the parties to this Agreement
16.
The invalidity or unenforceability of any particular provision of this Agreement
shall not affect the othel provisions hereof; and this Agreement shall be interpreted in all
respects as if such invalid or unenforceable provisions were omitted
17
This one, single Agreement shall constitute the full and complete embodiment
of the intentions of the parties regarding the Collateral Account.
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18.
All notices, requests, demands and other communications which are requiIed to
be or may be given under this Agreement shall be in writing and shall be deemed to have been
duly given when deliveIed in person or transrrritted by telex, facsimile, cable or telegram, 01
by certified or registeIed first class mail, postage prepaid, return receipt requested, to the
respective parties as follows:

If to AIA or Services, to:

AIA Services' Corporation
AlA Inswance, Inc.
P.O. Box 538
One Lewis Clark Plaza
Lewiston ID 83501

Attention: John Taylor
Fax: (208) 799-9172
With a copy to:

Eberle, Berlin, Kading, Turnbow &

McKlveen, Chartered
P.O. Box 1368
Boise ID 83701-1368
Attention: Richard A. Riley
Fax: (208) 344-8542
If to Shareholder, to:

Reed J. Taylor
PO. Box 1165
Lewiston ID 83501
Fax: (208) 799-9144

With a copy to:

Caimcross & Hempelmann
70th Floor, Columbia Center
70] Fifth Avenue
Seattle WA 98104-7016
Attention: W. Frank I ay101
Fax:(2~ 587-2308

If to Bank:

Mark Twain Banks
Trust Division

4901 Main Street
Kansas City MO 64112-2636
Attention: Loui. Willms
Fax: (913) 261-5249
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IN WITNESS WHEREOF, Services, AIA, Secured Party and Bank have executed this
agreement in manner and form sufficient to bind them as of the day and year first above
written.

AlA
By:

Date: _ _..y.._~--L_ _ __

A

By:

Date:

----+-,f--4-1----

REED J. TAYLOR SECURED PARTY
By:

Date:

MARK TWAIN BANKS
By:

fr)c.9~ Qr\O--""o--ru
\ll<'s:

Date:

0Sbv

Attest:

?re:"',)ct.",1

'/18/9 C,
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Ai'v1ENDED AND RESTATED STOCK PLEDGE AGREEMENT

This Amended and Restated Stock Pledge Agreement is entered into as oOuly 1, 1996, by
and between AlA Services Corporation, an Idaho corporation ("Pledgor"), and Reed T Taylor
("Secured Party")
RECITALS

A
Pledgor and Secured Party are parties to that certain Stock Redemption Agreement,
dated as of July 22, 1995 (the "Redemption Agreement"), pursuant to which, Pledgor redeemed
613,494 shaJ-es of its Common Stock held by Secured Parry in exchange for, in part, a promissory
note in the principal amount of $1,500,000 (the 1)ovm Payment Note") and a promissory note in
the principal amount of$6,OOO,OOO (the U$6M Note")' Pledgor and Secured Party also entered into
a Stock Pledge Agreement (the "Stock Pledge Agreement") and a SeClliity Agreement (the "Security
Agreement"), each dated July 22, 1995, granting a security interest in certain collateral to secure
payment of the $6M Note. Pledgor and Secured Party also entered into a Consulting Agr eement (the
"Consulting Agreement") and a Noncompetition Agreement (the "Noncompetition Agreement").
boto dated July 22, 1995.
B
I he Universe Life Insurance Company, an Idaho domestic insurance company
("Universe"), Farmers Health Alliance Administrators, Inc, an Idaho corporation ("Farmers"), and
AlA Insurance, Inc, an Idaho corporation CAlAr'). are wholly owned subsidiaries of Pledgor.
Great Fidelity Life Insurance Company, an Indiana domestic insurer ("GFL"), is a wholly-owned
subsidiary of Universe. Universe is in rehabilitation under the laws ofthe State of Idaho, and GFL
is under supervision under the laws of the State of Indiana Pledgor, AlAI, Farmers, Universe and
GFL are collectively referenced herein as the "Companies"
C
Pursuant to the Stock Pledge Agreement, Pledgor pledged all of the shares of capitaJ
stock of each of Universe, Farmers and AlAI (collectively, the "Pledged Shares") as security for the
$6M Note and other obligations of Pledgor to Secured Party arising under the Redemption
Agreement
D.
Concurrent with the execution of tills Agreement, Pledgor and Secured Party have
entered into that certain Stock Redemption Restructure Agreement (the "Restructure Agreement")
pursuant to which the obligations and c.greements refened to above have been restructured (the
"Restructure")
As a part of the Restructure, Pledgor and Secured Party have agreed to amend and
E
restate the Security Agreement (as amended, the "Amended Security Agreement") and to amend and
restate the Stock Pledge Agreement to provide, among other things, security for the Down Payment
Note (as amended pursuant to the Restructure, the "Amended Down Payment Note"), to modifY
provisions relating to the substitution of bonds for the Pledged Shares, to allow partial or complete
prepayment of the $6M Note and to provide for partial Jelease of Pledged Shares upon partial
prepayment of the $6M Note
F.
As part of the Restructure, Pledgor and Secured Party have agreed to simplifY and
consolidate the Restructure default and remedy provisions
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G
Agreement

This Agreement amends, restates, supersedes and replaces the Stock Pledge

H
C:apitalized terms used herein but not herein defined have the meanings ascribed to
them in the Restructure Agreement or the Amended Security Agreement.
AGREEMENTS
NOW, TIIEREFORE, for and in consideration oithe foregoing premises, and for other good
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the
parties agree as follows:
L

Secur'ed Obligations

This Agreement is made to secure the punctual payment and performance by Pledgor of any
and all obligations, liabilities and amounts now or hereafter owing, due or not due, direct or indirect,
liquidated or contingent, to Secured Party pursuant to the Amended Down Payment Note and the
S6M Note and the prompt observance and performance by Pledgor of its covenants, agreements and
obligations hereunder (collectively, the "Secured ObJjgations")
2

Pledge

As coHateral security for the payment and performance in full of the Secured Obligations,
Pledgor hereby pledges, assigns, transfers, delivers and grants to Secured Party a security interest
in all right, title and interest of Pledgor that presently exists or that hereafter may arise in, to and
UDder (i) the Pledged Shares and all rights and privileges ofPledgo[ with respect thereto; (ii) all cash
dividends, noncash dividends, stock dividends, interest, cash, instruments and other property from
time to time received, receivable or otherwise distnbuted in respect of or in exchange for any or all
of the Pledged Shares; (iii) all SUbscriptions, warrants, options and any other rights issued upon or
in connection with the Pledged Shares; (iv) any additional shares of capital stock of the issuers of
the Pledged Shares hereafter issued; (v) any and all certificates or other instrument or documents
representing any of the foregoing; and (vi) all cash and noncash proceeds of the foregoing (a1J such
property, collectively, the "Pledged Collater al")
3.

Representations and Warranties

Pledgor represents and warrants to, and agrees with, Secured Party as follows:
3.1
Organization and Good Standing. Each of Pledgor, AlAl and Farmers is a
corporation duly organized, validly existing and in good standing under the laws of the State of
Idaho and has all requisite powel and authority to own, lease or operate its properties and to carry
on its business as it is now being conducted Universe is a domestic insurance company duly
organized and validly existing under the laws of the State ofIdaho, subject to the rights and powers
of the rehabilitator appointed by court order dated March 5,-1996 ("Rehabilitator"). Great Fidelity
is a stock life insurance company duly organized and validly existing under the laws of the State of
Indiana subject to the rights and powers of the supervisor appointed under Indiana law. Pledgor,
AlAI and Farmers are duly qualified to do business and are in good standing as foreign corporations
in aU jurisdictions where the failure to be so qualified would materially adversely affect them As
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ofthe date ofthis Agreement, Pledgor owns all of the outstanding capital stock of Universe (except
for Directors' qualifYing shares), AlAl and Farmers; and, subject to the rights and powers of the
Rehabilitator, Universe owns aJl of the outstanding capital stock of Great Fidelity
32
Power and Authority Pledgor and each of the other Companies has all requisite
power and authority to execute, deliver and perform tbe Restructured Obligations and to
consummate the transactions contemplated thereby In particular, but witbout limiting the foregoing,
Pledgor and AlA have full requisite power and authority and full legal right to grant a security
interest in the Commission Collateral in the manner and for the purpose contemplated by the
Amended Security Agreement Pledgor's Board of Directors has duly authorized the Restructured
Obligations and the execution and delivery thereof by the Companies and the performance by
Companies of their respective obligations thereunder, including (without limitation) the pledge and
grant to Secured Party ofa security interest in the Pledged Collateral and the Commission Collateral
in the manner and for the purpose contemplated by this Agreement and the Security Agreement
Pledgor has either obtained the consent of its shareholders to the execution and delivery of the
Restructured Obligations and the consummation of the transactions contemplated hereby, 01 it has
detemuned that no such consent is required
.3 J
Binding Contract The Restructured Obligations have been duly executed and
delivered by Companies and are legal, valid and binding obligations of Companies enforcuble
against them in accordance with their terms, except as enforceability may be limited by bankruptcy,
insolvency, reorganization or other similar laws affecting the enforcement of creditors' rights
generally or the availability of equitable remedies subject to the discretion of the court

.3 4
Consents. Noncontravention Except for any such violation or default which IS
waived by the Series A Preferred Shareholder pursuant to the Series A Preferred Shareholder
Agreement, the execution and delivery of the Restructured Obligations and the performance ofehe
transactions contemplated thereby (including, without limitation, the pledge and grant to Secured
Party of a security interest in the Pledged Shares pursuant 10 this Agreement and the grant of a
security interest in the Commission Collateral pursuant to the Amended Security Agreement) v,~ll
not (i) result in a violation of any ofthe (erms or provisioils of the articles of incorporation or bylaws
of Companies or any amendments thereto, or (ii) constitute a violatio:1 or default under any
indebtedness, indenture, mortgage, deed of trust, note, bona license, lease agreement or other
materiel agreement or instrument to which Companies are a party or by wruch they or any of their
assets may otherwise be bound, or under any law (excluding, however, any law OI regulation
pertaining to the Rehabilitator or the rehabilitation of Universe under the Idaho Insurance Code),
rule, license, regulation, judgment, order, ruling or decree governing or affecting the operation
Companies in any material respect; nor will the same constitute an event permitting termination of
any material agreement or the acceleration of any indebtedness or other liability of Companies, with
or without notice or lapse or time, or result in the creation or imposition of any lien upon any
collateral granted to Creditor pursuant to the Restructured Obligations No consent, authorization,
approval or exemption by, or filing with, any person, entity or authority is required in connection
with the execution, delivery and performance by Companies of the Restructuled Obligations or the
taking of any action contemplated thereby

0:

35
Title to Pledged Shares" Encumbrances The Pledged Shares include all of the issued
and outstanding capital stock of each of Universe, Farmers, and AlAl. Pledgor owns beneficially
and of record all ofthe Pledged Shares, free and clear of all pledges, liens, encumbrances, security
interests, equities, claims, options or limitations on Company's ability to vote such shales or to
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transfer such shares to Secured Party, except for any interest in the Universe stock on the pan of the
Rehabilitator and the liens in favor of Secured Party created in connection with the transactions
contemplated by this Agreement. Subject to the rights and powers of the Rehabiiitator in connection
with the Universe shares, Pledgor has fuJI right, title and interest in and to the Pledged Shares, aDd
fuJI authority to pledge the Pledged Shares to Secured Party as security for performance of the
Secured Obligations All of the Pledged Shares have been duly authorized and validly issued, and
are fully paid and nonassessable Secured Party acknowledges he has physical possession of the
certificates evidencing all of the Pledged Shares. Upon execution oithis Agreement, Secured Party
will have a first priority, perfected security interest in the Pledged Shares There are no options,
warra.l1ts, calls, subscriptions, rights, agreements, commitments or undel standings of any nature that
call fOI the issuance, sale, pledge or other disposition of any Pledged Shares or which entitle any
person to acquire such shares, other than those rights arising under this Agreement
36
Title to Commission CollateraL Companies are the sole owners of the Commission
Collateral, free of any liens, security interests, claims or other encumbrances of any kind, except for
(i) standard rights of insurers to recover commissions paid on subsequently lapsed or cancelled
policies or certificates of insurance, (ii) the liens and security interests granted to Secured Party in
the Amended Security Agreement and (iii) a previously granted security interesl granted to
Centennial life Insurance Company ("Centennial")
3 7

Protection of Securitv Interest

. (a)
Companies shaH, at their own expense, keep the Commission Collateral free
of ail iiens and encumbrances except the security interests of Secured Party and Cer-,tenniaJ
Companies shall not make or agree to make any discount, credit, rebate, set-off or other reduction
in the original amount owing with respect to Commission Collateral other than in accordance with
its present policies and in the ordinary course of business Companies shall collect and enforce all
commission receivables Companies will keep adequate records and books of account, in which
complete entries will be made in accordance with industry practice, applied, leflecting all
Commission Collateral and related transactions
(b)
To Pledgor's knowledge, the Pledged Collateral is not subject to any option.,
agreement, assessment, charge or other contractual I estriction of any nature that might prohibit,
impair, delay or otherwise affect the pledge of the Pledged Collateral hereunder or the sale or
disposition of the Pledged Collateral pursuant hereto by Secured Party Secured Party acknowledges
that appiicable insurance wgulations may rCXJuire regulatory approva! pllor to strict foreclosure upon
or sale of insurance company stock Pledgor will not suifer or pennit any lien or encumbrance of
any nature, other than those granted to Secured Party, to attach to the Pledged Collateral Pledgor
will fully and punctually perform any duty rCXJuired of it in connection with the Pledged Collateral
and \\1.11 not take any action that will impair, damage or destroy Secured Party's rights with respect
to the Pledged Collater al Pledgor will remain the sole shareholder of all of the outstanding capital
stock of Universe (other than Directors' qualifying shares), Farmers and AlAl Pledgor will not
permit Universe, Fanners or AIAl to issue any additional capital stock; and any attempt to issue
additional shares of such capital stock shall be invalid

'3 8
Financial Condition. The consolidated financial statements of Pledgor and its
subsidiaries for the years ended December 31, 1995, 1994 and 1993 and for the quarter ended March
.31,1996 auached hereto as Schedule 3.8, including any adjustments thereto reflected on Schedule

AFFIDAVIT OF CHARLES A.BROWWeIN SUPPORT OF INTERVENOR'S
/.SUPPLEMENTAL BRIEF RE MOTION TO INTERVENE

L/82.l/

38, present fairly the financial condition and r eswts of oper ations and changes in financial position
of Pledgor as of such respective dates and for the respective periods then ended in conformity with
generally accepted accounting principles ("GAAP") applied on a consistent basis, and Pledgor has
no actual knowledge of any change in the financial condition of Companies since March 31, 1996
which a reasonable person would consider likely to have a material adverse effect on the value of
Pledged Collateral or the Commission Collateral or on Secured Party's ability to enforce its
remedies hereunder, except for matters already disclosed by Pledgor to Secured Party
3.9
Compliance with Laws Pledgor, AIAI and Farmers are in compliance in all material
respect with all federal, state and local laws, statutes, rules, regulations and orders of all
governmental authorities material to its business.
3 10 Defaults Except for any such violation or default which is being waived by the
Series A Preferred Shareholder in the Series A Preferred Shareholder Agreement, none of Pledgor,
AlAl or Farmers is in material violation of any of the terms or provisions of its articles of
incorporation or bylaws or any amendments thereto, or in violation or default under any
indebtedness, indenture, mortgage, deed of trust, note, bond license, lease agreement or other
material agreement or instrument to which any of such Companies is a party or by which it or any
of its assets may otherwise be bound, or of any law, rule, license, regulation, judgment, order, ruling
or decree governing or affecting the operation of such Companies in any material respect
3 11
Litigation There are no claims, actions, suits, proceedings or investigations pending
or, to the best of Pledgor's knowiedge, threatened agai(lst or relating to Companies, at law or in
equity before or by any governmental au thO! ity, the adverse resolution of which a reasonable person
would consider to be likely to have a material adverse effect on the value of the Pledged Collateral
or the Commissions Collateral, or on Secured Party's ability to enforce its remedies hereunder,
except for matters already disclosed by Pledgor to Secured Party
4.
Covenants. Pledgor hereby covenants to Secured Party that, until the earlier of (i) the
pledge of bonds having a fair market value equal to the principal amount of the $6M Note in
substitution fO! the Pledged Collateral and the Commission Collateral in accordance with Section
10(a) oftbe this Agreement, or (ii) the payment in full of the Anlended Down Payment Note and the
$6M Note, it will perform and observe the following covenants:

4_1
Pledgor will provide Secured Party with qUal1erly financial statements for the first
three fiscal quarters for each of the Companies, prepared in accordance with GAAP
Pledgor will provide Secured Pany with consolidating financial statements, if
4.2
available, or if such statements are not available, consolidated financial statements, for the first three
quarters for Pledgor and all of its direct and indirect Subsidiaries, prepared in accordance with
GAAP; provided that, if such statements have not been completed and made available to Pledgor's
management within 60 days of the end of fiscal qUaJter, Pledgor shall provide Secured Party with
quarterly financial statements on an estimated combined basis by such date; and Pledgor shall not
be deemed to have failed to satisfY this covenant if Pledgor delivers final coI1solidated financial
statements to Secured Party as soon as they are available to Pledgor's management.
43
Pledgor wiiJ provide Secured PaJty with annual audited consolidating financial
statements, if available, or if such statements are not available, consolidated financial statements,
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including the fourth quarter of Pledgor's fiscal yeal, plepared in accordance with GAAP; provided
that, ifsuch statements have not been completed and made available to Pledgor's management within
180 days of the end of the fiscal year, Pledgor shall provide Secured Pany with annual financial
statements on an estimated combined basis by such date; and Pledgor shall noL be deemed to have
fa..iled to satisfY this covenant if Pledgor delivers final annual audited consolidated financial
statements 10 Secured Party as soon as such statements become available to Pledgor's management

4.4
Pledgor will provide Secured Party with monthly income statements for Pledgor on
an estimated combined basis as soon as they are available to Pledgor's management
45
Pledgor will provide Secured Party with a weekly summary of new insurance
business submitted, showing weekly, month-to-date and year-to-date summaries.
4.6
Pledgor will provide Secured Party with monthly statements of conunissions earned
by any of the Companies as soon as they are available to Pledgor's management, and copies of
AlAI's monthly bank statement for the Collateral Account and for Mark I win Kansas Bank Account
No 8613004 124 or any substitute account immediately upon Company's receipt of such statements.

4 7
As of the last day of each fiscal quartel, Pledgor shall maintain letained earnings,
calculated in accordance with GAM, equal to or greatel than retained earnings fOI Pledgor as of
December 31, 1995 as shown on Pledgor's audited annual consolidated financial statement for the
year ended December 31,1995 attached hereto as Sc.hedule 3.. 8
4 8
Pledgor will not loan funds to any affiliate other than its wholly-owned Subsidiaries
or as authorized by its existing .A1ticJes of Incorporation. or except to pay loan reimbursement to
John Tay!OI for income tax liabilities attributable to the 1988 reorganization of the Pledgor incident
to Secured Party's divorce;

49
Pledgor will not mortgage, pledge, subject to lien or other encumbrance, sell, assign
or transfer any collateral granted to Creditor pursuant to the Restructured Obligations.
4.10 Pledgor will use its best efforts to ensure thai Creditor or his designee remains a
member of Pledgor's Board of Directors until full payment of the Amended Down Payment Note
and the earlier of (1) the pledge ofbonds meeting the requirements of Section 1O( a) hereof, OJ 0i)
the pledge of bonds meeting the requirements of Section 1O(b) hereof, or (iii) the substitution for
the Pledged Shares and the Commission Collateral of other collateral 01 sec~rlty acr:eptable to
Creditor or (jv) the payment in full of the $611 Note
4 11
Pledgor -will enSUJ e that no additional shares of capital stock are issued by Universe,
Farmers, AlAI Of GFL;

4.l2 Pledgor will use its best efforts to obtain and pledge to Secured Party, as soon as
possible. but in no event later than the consummation of a public offering by the Pledgor, bonds
meeting the requirements set forth in Section 10 of the Amended Stock Pledge Agreement
Pledgor shall have no obligation to prepare and provide to Secured Party any reports of
financial or other business information, other than information expressly required by this Section
4 With respect to the covenants set forth in Sections 4.4 and 4.5, if, as a result of future changes
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in Pledgor's structure or operations, any required information is DO longer regularly prepared or
available to Pledgor's management, Pledgor and Secured Party shall negotiate in good faith 10
substitute other I eports of such equivalent information as may then be available.
Secured Party agrees that neither he nOI any of his agents shall communicate with any of
Pledgor's personnel concerillng the Pledgor's financial condition or results of operations, except
through Pledgor's president, chieffinancial officer or legal officer
5.

Possession of Pledged Collateral; Assignments

On or before the effective date oftrus Agreement, Secured Party has obt2.ined
(a)
physical possession of all instruments and stock certificates pertaining to the Pledged Shares
Pledgor agrees to deliver to Secured Party promptly upon receipt all instruments and stock
certificates pertaining to the Pledged Collateral acquired in the future Without limiting the
foregoing, if Pledgor shall purchase or otherwise become entitled to receive or shall receive, in
connection with any of the Pledged Collateral, any: (i) stock certificate, including without limitation
any certificate representing a stock dividend or in connection with any inclease or reduction of
capital, reclassification, merger, consolidation, sale of assets, combination of shales, stock split,
spin-off, split-off, split-up or liquidation, (ii) option, warrant, Or right, whethel as an addition to or
in substitution or in exchange for any of its securities, or otherwise; or (iii) dividend or distribution
payable in cash or property. including securities issued by other than Universe, Farmers or AlAI,
then Pledgor shall accept it in trust for Secured Party and shall immediately deliver it to Secured
Party in the exact form received, \\~~h Pledgor's endorsement when necessary, or appropriate stock
powers duly executed in blank to be held by Secured Party as part of the Pledged ColiateraJ
(b) Pledgor has previously delivered to Secured Party Assignments Separate from
Certificate ("Assignments"), in the form at12.ched as Exhibits A-I, A-2 and A-3 to this Agreement,
covering all the Pledged Shares Such Assignments have been endOI sed in blank by Pledgor before
delivery to Secured Party Secured Party may not use such Assignments to transfer the Pledged
Collateral except in realization on its security interests in the Pledged Collater al after the occurrence,
and during the continuance, of a Default (as defined in Section 8 hereof)
6.

Pledgor's Voting Rights

So long as no Default under this Agreement bas occurred and is continuing, Pledgor shall
be entitled to exercis~ any voting rights incident to the Pledged Collateral, subject to any restriction
on such voting rights contained herein
Upon the OCCUlIence and continuation of a Default,
Pledgor's right to exercise such voting rights shall immediately cease and terminate and aJl voting
rigbts with respect to the Pledged Collateral shall rest sol ely and exclusively in SecUr ed Party I he
foregoing sentence shall constitute and grant to Secured Party an irrevocable proxy coupled with an
interest to vote the Pledged Collateral upon the occurrence and continuation of such a Default, and
any officer of Universe, Farmers., or AlAl, as the case may be, may r-ely on written notice from
Secured Party as to the existence of a Default and Secured Party's right to vote such Pledged
Collateral Notwithstanding the foregoing provisions of this Section 6, Secured Party's right to vote
the Universe shares is subject to all insurance regulatory requirements applicable to Universe and/ol

GFl
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Any ODe ofthe following events shall constitute a default by Pledgor under this Agreement
(a "Defaull"):

Ca)
Failure of Pledgor to pay, either directly or tiuough Bank pursuant to the
Escrow Agreement, within ten (10) days of the date due any principal or interest under the Amended
Down Payment Note or the $6M Note, or
(b)
Failure of Bank to transfer to the Secured Party Account (as defined in the
Escrow Agreement), within ten (10) days of the date due, any principal or interest under the
Amended Down Payment Note or the $6M Note, provided however that a Default under Sections
7(a) or 7(b) hereof shall not be deemed to have occurred if (i) the amount due is paid directly by
Pledgor or (ii) if Bank's failure to transfer such funds to the Secured Party Account results from
Bank's negligence: or intentional malfeasance or any other reason not within Pledgor's control (other
than insufficiency of deposits into the Co!lateral Account) and, within five (5) days of Pledgor's
discovery ofsuch :fuiJure to transfer such funds to the Secured Party Account, Pledgor instructs Bank
in writing
immediately transfer the amount then due to the Secured Party Account and. within
thirty (30) days of such discovery, either Bank or Secured Party pays Secured Party the amount then
due; or

to

( c)
Default by Company in the performance of any of its obligations pursuant to
Section 4 of the Amended Security Agreement or pUl suant to the Lockbox Agreement which default
continues after notice and a three (3) day opportunity to cure, or
(d)

Breach of any representation, warranty, covenant, term or condition contained

in this Agreement which breach materially and adversely impairs the value of the Commission
Collateral or the Pledged Shares OJ Secured Party's ability to enforce its rights with respect thereto,
and which breach continues after notice and a thirty--day opportunity to cure; or

(e)
Any levy, attachment or execution on, or seizure of; any of the Commission
Collateral or the Pledged Shares which materially and adversely impairs the value of the
Commission Collateral or the Pledged Shares or Secured Party's ability to enforce his rights with
respect thereto, and which breach continues after notice and a thirty (30) day opportunity to cure;
or

(f)
Dissolution or termination of existence of Company or any of its material
Subsidiaries; provided that tbe dissolution or termination of existence of a Subsidiary (in the absence
of insolvency or bankruptcy) shall not constitute a Default if bonds meeting the requirements of
Section 10(a) the Amended Stock Pledge Agreement are acquired and pledged to Secured Party
pursuant thereto, or
(g)
Insolvency or bankruptcy of Pledgor or any of its material Subsidiaries or the
appointment of a receiver to take possession of any of the Commission Collateral or the Pledged
Shares
Notwithstanding the foregoing, however, rehabilitation, supervision or liquidation of Universe
and/or GFL under applicabJe insurance laws or the sale of Universe or GFL stock in connection
therewith shaU not constitute a Default hereunder
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9.

Remedies

9 1
General In the event of a Default by Pledgor under this Agreement, Secured Party
may, at its election and in its sole discretion, without fuIther notice of such election and wd.out
demand upon Pledgor, do anyone or more of the following:

(a)

Accelerate and declare the Secured Obligations immediately due and payable

in full;

(b)
Subject to receipt oiall necessary regulatory approvals, sell all or any part of
the Pledged Collateral at public auction or private sale in accordance with the laws of the State of
Idaho, for cash or credit at the election of Secured Party, Pledgor to be credited with the amounts
of any such sale only when the cash proceeds are actually received by Secured Party. Under no
circumstances shall Secured Party be required to expedite or delay sale of all or any part of the
Pledged Collater al due to prevailing OJ expected conditions in the market for such Pledged
Collateral Each purchaser at any such sale shall hold the property sold absolutely free fiom any
claim or right on the part of Pledgor Secured Party shall not be obligated to make any sale of
Pledged Collateral regar dless of notice of sale having been given Secured Party may adjourn any
public or private sale from time to time by announcement at the time and place fixed therefor, and
such sale may, without further notice, be made at the time and place to which it was so adjourned;
andlor
. (c)
Exercise all of the rights and remedies available under the UnifOlm
Commercial Code as enacted in the St2.te of Idaho or under other applicable law
92
Sale of Pledged Collateral Pledgor recognizes that, subject to receipt of all
necessary regulatory approvals, Secured Party may sell all or any part of the Pledged Collateral
pursuant to Section 9 I above, as and when applicable by means of one or more private sales to a
restricted group of purchasers who will be obligated to agree, among other things, to acquire such
securities for their own account, for investment and not with a view to distribution or resale Private
sal es shall be proper if made in a commercially reasonable manner, and Secured Party has no
obligation to delay the sale of any such security for the pe60d ottirne necessary to permit Universe,
Farmers, AIAI, or any other issuer of the Pledged Shares to register such securities for public sale
under any applicable securities laws or regulations In the event any notice is required to be given
to Pledgor with respect to any such sale or disposition of any ofthe Pledged Collateral, ten (10)
calendar days notice of any such action shall be deemed to be a sufficien: and commercially
reasonable notice
93
Sale of Substitute Collateral The parties acknowledge and agree that, in the event
zero coupon bonds meeting the requirements of Section 1O(b) hereof ar e substituted for the Pledged
Shares, such bonds are intended to secure payment of the principal of the $6M Note at its stated
maturity date, and that the security interest in Commission Collateral granted in the Amended
Security Agreement is intended to secure Company's obligation to pay the interest on the $6M Note
plior to stated maturity In the event ofa Default occurring after zero coupon bonds meeting the
requirements of Section IO(b) hereofare substituted for the Pledged Shares, Company shall convey
such bonds to CreditoI in lieu of foreclosure; and such conveyance shall di.5charge Company's
obligation to pay the principal of the $6M Note at maturity. However, the Company's obligation to
pay the interest on the $6M Note shall continue in the form of a monthly annuity of $41 ,250 (or, if
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such Note has been partially prepaid prlor to the Default, such lesser monthly amount of interest due
on tne unpaid principal balance immediately prior to such Default) payable until the stated maturity
date of the $6M Note; and such obligation shall continue to be secured by the security interest in
Commission Collateral pursuant to the terms of the Amended Security Agreement.

9A
Attorneys' Fees In the event either party is required to retain the services of an
attorney in order to enforce the terms or provisions of this Agreement or any of the other
Restructured Obligations, the prevailing party in any litigation arising therefrom shall be entitled
to recover reasonable costs of collection and sale of collateral and reasonable attorneys' fees
10.

Substitution and Release of Security

In the event that Pledgor is able to obtain for the benefit of Secured Party (a) bonds having
a fair-market-value equal to Six Million Dollars ($6,000,000) or (b) bonds the aggregate face
amount of which equals $6,000,000 as of August 1,2005, then Secured Party will allow Pledgor [0
substitute such bonds fO! the Pledged Collateral, provided that in either case the following
conditions are satisfied.
(i)

I he bonds are issued by the US Government or an obligor approved by

(ii)

I he bonds are pJedged to secure the Secured Obligations;

Secured Party,

(iii)
is perfected prior 10

OJ

Secured Party receives a first priority security intelest in such bonds which
simultaneously with the release of the Pledged Collateral;

(iv)
Unless such requirement is waived by Pledgor, Pledgor provides an opinion
of legal counsel that SecUled Party will have a first-priority perfected security interest j" the bonds;
(v)

I he Amended Down Payment Note has been paid in full, and

(vi)
Such arrangements are evidenced by executed documents, induding a bond
pledge agreement, in form and substance acceptable to Secured Party and Secured Party's counsel
Ifsuch conditions are met, Secured Party will release the Pledged Collateral and return any
and all cei1ificales and instruments representing or evidencing the Pledged CoUaterai to Pledgor,
including, without limitation, the certificates for the Pledged Shares and the Assignments In
addition, if and only if bonds meeting the requirements of Section 10(a) are pledged to secure the
Secured Obligations and jf Company otherwise meets the requirements of this Section 10, the
security interest in Commission Collateral granted in the Amended Securit), Agreement shall also
be released
Pledgor shall have the right, throughout the remaining term of the $6M Note, to prepay all
or part of the outstanding balance of principal and accrued but unpaid interest without premium or
penalty. In the event of any partial prepayment of the $6M Note after substitution of bonds for the
Pledged Collateral, Company may reduce the amount of bonds securing the $6M Note, provided that
the fair-market-value (in the case of bonds meeting the requirements of Section lO(a») or the
aggregate face value (in the case of bonds meeting the requirements of Section lO(b) of the
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remaining bonds shall not be less than 110% of the remaining principal balance of the $6M Note.

1L

Miscellaneous

II 1 Survival All representations, warranties and agreements made in this Agreement or
in any related documents shall survive the execution and delivery of this Agreement and any such
related documents
11 2 Further Assurances (a) Pledgor will sign such additional documents relating to the
Pledged Collateral as Secured Party may reasonably request in order to provide Secuied Party with
the full benefit of this Agreement Pledgor hereby grants to Secured Party a power of attorney to
execute any such documents as Pledgor's attorney-in-fact Such power of attorney is coupled \\1th
an interest and shall be in evocable until the Secured Obligations have been fully and finally paid
(b) Upon the pledge of bonds under Section 10 hereof; Secured Party will deliver the
Pledged Shares and attendant Assignments to Pledgor, and will sign such additional documents
J elating to the Pledged Collateral as Pledgor may reasonably request in order to provide Pledgor
with the full benefit of this Agreement Secured Party hereby grants to Pledgor a power of attol ney
to execute any such documents as Secured Party's attorney-in-fact Such power of attorney is
cot.:pled with an interest and shall be irrevocable upon Pledgor's satisfaction of the conditions of
Section 10 hereof
11 3 Amendment This Agreement amends. restates, supersedes and replaces the Stock
Pledge Agreement which shall hereafter have no further force Of effect This Agreement and the
other Restructured Obligations contain the complete and final expression of the entire agreement
of the parties
No provision of this Agreement may be amended, modified, waived, or
supplemented, except by a writing signed by the parties to this Agreement No waiver by Secured
Party of any default shall be a waiver of any other default
11 4 Remedies Cumulative: Waivers All rights and remedies of Secured Party shall be
cumulative and may be exercised at such times and in such cirder as Secured Party determines The
failure of Secured Party to insist upon or enforce strict performance of any provisions of the
Restructured Obligations, or to exercise its rights or privileges hereunder or thereunder or any of its
rights 2S provided by statute or law or in equity or otherwise, shall not impair, prejudice or constitute
a waiver of any such right, power, remedy or privilege or be construed as a waiver of any Default
or as an acquiescence therein or preclude the exercise or enforcement thereof at a later time Nor
shall any single or partial exercise of any such right, power, remedy or privilege preclude any other
or further exercise thereof or the exercise of any other right, power, remedy or privilege
II 5 Effectiveness This Agreement shall remain in full force and effect until (i) all the
Secured Obligations have been indefeasibly performed or paid in full in cash, and (ii) this
Agreement has been terminated in writing by Secured Party
II 6 Severability If any of the provisions ofthis Agreement shall be or become illegal
or unenforceable, the other provisions shall remrun in full force and effect
11 7

Notices

All notices, requests. demands and other communications which are
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required to be or may be given under any of the Restructured Obligations shall be in writing and
shall be deemed to have been duly given when delivered in person or transmitted by telex, fucsimiie,
cable 01 telegram, or by certified or registered first class mail, postage prepaid, retUIn receipt
requested, to the respective parties as follows

If to Company, to:

AlA Services Corporation
POBox 538
One Lewis Clark Plaza
lewiston ID 83501
Attention: John I aylor

With a copy to:

Eberle, Berlin, Kading, Turnbow &
McKlveen, Chartered
PO" Box 1368
Boise ID 83701-1368
Attention Richard A Riley

Ifto Shareholder, to

With a copy 10

If to Series A Preferred
Shareholder, to:

Reed J

r aylor
PO Box 1165
Lewiston ID 8350J
Cairncross & Hempelmann
70th Floor, Columbia Center
70] Fifth Avenue
Seattle WA 98104-7016
Attention W Frank I aylor
Donna 1. I aylor

try'

do JVI> "T
d1f': i::. 6!..f s-"§
l. [:"1..<.h SIC \-!

.ill..

•

8":3 ~o i

or to such other address as any party may have furnished "to the others in writing in accordance
herewith, except that notices of change of address shall be effective only upon J eceipt
11 8 Governing Law Ihis Agreement shall be governed by, and construed in accordance
with, the laws of the State ofldaho, without giving effect to their provisi0.!1s OJ principles regarding
cO!1flict ofIaws
II 9 Headings Heaciings used herein are for convenience only and shall not in any way
affect the construction o~ or be taken into consideration in interpreting, this Agreement
II 10 Assignment This Agreement is not assignable by Pledgor Secured Party may
assign its rights hereunder to any corporation or other entity controlled by Secured Party All the
terms and provisions of this Agreement shall be bmding upon and shaH inure to the benefit of and
be enfOl ceable by the parties hereto and their respective successors and permitted assigns"
IN WITNESS WHEREOF the parties have duly executed and delivered this Agreement as
of the date first written above

AFFIDAVIT OF CHARLES ABROWN>l}J SUPPORT OF INTERVENOR'S
/.SUPPLEMENTAL BRIEF RE MOTION TO INTERVENE

PLEDGOR:

AlA SERVICES CORPORATION

~,; lff-d~
SECURED PARTY:

.--REE)~i

~~

,
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EXHIBIT A-I
TO
AlVt:ENDED AND REST A TED STOCK PLEDGE AGREEMENT

ASSIGNMENT SEPARATE-FROM CERTIFICATE

[UNIVERSE]

FOR VALUE RECEIVED, the undersigned hereby assigns and transfers to REED J
TAYLOR 999,995 shares of the common stock standing in the name of the undersigned on the
books of The Universe Life Insurance Company and represented by Certi£cate(s) No.1 herewith,
and hereby irrevocably constitutes and appoints the Secretary of The Universe Life Insurance
Company as attorney to transfer that stock on the books of such corporation with full power of
substitution in the prei:nises This assignment is made pursua:nt to the Amended and Restated Stock
Pledge Agreement dated as of the dat.e hereof and in connection with the Stock Redemption
Agreement dated July 22, 1995, between the undersigned and Reed I Taylor, and may be used to
tr ansfer the above-described shares of stock after a Default as such is defined under said Amended
and Restated Stock Pledge Agreement
DATED this 22nd day of July. 1995

AlA SERVICES CORPORATION

~; ~~q~
STAlE OF IDAHO
:ss.

County of

Perce)

.. /

~ed ~~

On this
day of
, 1995, before me, .
_ _ _ _ _, known or
,
of
the corporation that executed
identified to me to be
the instrument and the p on who executed the " strument on behalf of said corporation and
acknowledged to me that sue orporatioo ex
ted the same.

IN WITNESS WHEREOF, I h
and year in this certificate fust ab

hereunto set my hand and affixed my official seal the day

Notary Public
Idaho
Residing at _"
Idaho
My Commission Expir "~_ _
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EXHIBIT A-·2
TO
AMENDED AND RESTA TED S1 OCR PLEDGE AGREEMENT
ASSIGNMENT SEPARATE FROM CERTIFICATE
[FARMERS HEALTH ALLIANCE ADMINISTRATORS, INC.]

FOR VALUE RECEIVED, the undersigned hereby assigns and transfers to REED 1.
TAYLOR 1,000 shares of the common stock standing in the name oithe undersigned on the books
of Fanners Health Alliance Administrators, Inc. and represented by Certificate(s) No.1 herewith,
and hereby irrevocably constitutes and appoints the Secretary of Farmers Health Alliance
Administrators, Inc. as attorney to transfer that stock: ali the books of such corporation with full
power of substitution in the premises This assigrunent is made pursuant to the Amended and
Restated Stock Pledge Agreement dated as of the date hereof and in connection with the Stock
Redemption Agreement dated July 22, 1995, between the undersigned and Reed 1. Taylor, and may
be used to transfer the above-described shar es of stock after a Default as such is defmed under said
Amended and Restated Stock Pledge Agreement
DATED this 22nd day of July, 1995

STATE OF IDAHO
County of Nez P

e

)
:ss
)

On this
d of
, 1995, before m , appeared
, known or
identified to me to be the
the corporation that executed
the instrument and the perso who executed e instrument on behalf of said corporation and
ration ecuted the same.
acknowlecIged to me that such co
IN WITNESS WHEREOF, I ve
eunto set my hand and affixed my official seal the day
and year in this certificate first a ve written

Notary Public
Idaho
Residing at
Idaho
My Commission Expire ,,'~_ _
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EXHIBII A-3

TO
AMENDED AND RESTATED STOCK PLEDGE AGREEMENT

ASSIGNMENT SEPARATE FROM CERTIFICATE
[AlA INSURANCE,INC.]

FOR VALUE RECEIVED, the undersigned hereby assigns and transfers to REED J.
TAYLOR 6,219 shares of the common stock standing in the name of the undersigned on the books
of AlA Ins1.lf.aDGe, Inc and represented by Certificate(s) No. 10 and II herewith, and hereby
irrevocably constitutes and appoints the Secretary of AIA InsuranCe, Inc. as attorney to transfer that
stock on the books of such corporation with full power of substitution in the premises. Ihis
assignment is made pursuant to the Amended and Restated Stock Pledge Agreement dated as of the
date bereof and in connection with the Stock Redemption Agreement dated July 22, 1995, between
the undersigned and Reed J. 1 aylor, and may be used to transfer the above-described shares of stock
after a Default as such is defined under said Amended and Restated Stock Pledge Agreement
DATED this 22nd day of July, 1995
AlA SERVICES CORPORATION

By

Its
SlA1E OF IDAHO

t<~C(iJ
~ i-

--------~~=-----------

)

ss
County of Nez Perce

)

ap~

On this __ . day of
, 1995, before me,
, known or
identified to me to be the
of
, the corporation that executed
the instrument and the person wh xecuted the inStrument on behalf of said corporation and
acknowledged to me that such corporat
ex~ut6d the same
IN WTINESS WHEREOF, I havy-}{ereu
and year in this certificate first abov0"itten

set my hand and affIXed my official seal the day

Notary Public for I
Residing at - - - - - " ' , , - J
My Commissi~n Expires: ~_ _
07f111% 2:11pm1.
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AMENDED AND RESTATED NONC-oMPEnrrON AGREEMENT
Ihis Noncompetition Agreement (the "Agreement") is entered into as of the 1st dayofJuly,
1996, by and betweenAIA SERVICES CORPORATION, an Idaho corporation rCompany"), and
REED J. TAYLOR ("Reed")
RECITALS:
A.
Company and Reed are parties to that certain Stock Redemption Agreement (the
'Redemption Agreement") dated as ofJuly 22,1995 pursuant to which Company redeemed 613,494
shares of the Company's common stock owned by Reed. Pursuant to the Redemption, Company
made a promissory note dated July 22, 1995 payable to Reed in the principal amount of$1,500,000
(the "Down Payment Note,,), and a promissory note dated August 1, 1995 payable to Reed in the
principal amount of $6,000,000 (the H$6M Note"). The $6M Note is secured by a Security
Agreement (the "Security Agreement") and a stock Pledge Agreement (the "Stock Pledge
Agre;ementlf), and the parties also entered into a C..onsulting Agreement (the "ConsuItIDg
Agreement") and a Noncompetition Agreement (the "Noncompetition Agreement"). all of which
wcre dated July 22, 1995. The Redemption Agreement, Down Payment Note, $6M Note, Security
Agreement, Stock Pledge Agreement, C-onsulting Agreement and Noncompetition Agreement are
herein referred to as tbe "Original Documents...

B.
Concurrent with the execution of this Agreement, the parties have entered into a
Stock Redemption Restructure Agreement (the "Restructure Agreement") pursuant to which the
transactions and obligations evidence by the Original Documents have been restructured Pursuant
to the Restructure Agreement, the parties have agreed, among other things, to amend the
Noncompetition Agreement
C.
Agreement.
Agreement

Ihis is the Amended Noncompetition Agreement referred to in the RestructUIe
Ihis Agreement amends, restates, supersedes and replaces the Noncompetition

AGREEMENT
For and in consideration of the foregoing premises and for other good and valuable
consideration, the sufficiency and receipt of wruch are hereby acknowledged, Company and Reed
agree as follows:

1.
Term.. Reed's obligations hereunder shall terminate on December 31, 1998, unless
earlier terminated pursuant to the terms hereof
2.

Covenant Not to Compete. Reed hereby covenants that, during the term oftbis

Agreement, Reed will not, without the prior consent ofCornpany, directly Of indirectly, whether as
principal or as agent, officer, director, employee, salesman, consultant or otherwise, alone or in
association with any other person, finn, corporation or other business organization, enter into,
participate in, engage in or own any material interest in ·the business of any person, fum, corporation
or other business organization that is engaged in or proposes to become engaged in:
(a)

the sale of life, health, workers' compensation or other disability insurance or
Page 1
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annuities to any furm-related association or the members thereofin any state where Company or any
ofits Subsidiaries now or in the future has a relationship with such farm association;
solicit any fann-related association insurance business of any type now or hereafter
(b)
engaged in by Company from any person, trust, group or entity who at such time is a farm-related
association and holder of any insurance or annuity policy sold by Company or any of its Subsidiaries
or other agents
°

Notwithstanding the foregoing covenants, nothing herein shall prevent Reed Of Advantage Insurance
Agency, Inc (or any other insurance agency controlled by Reed) from selling life insurance
products, in connection with the CoUege Advantage Plan, to persons who are members of any fannrelated association which sponsors Company's insur2l1ce and annuity products
In i u n ctive Reli~f. If there is a breach or threatened breach of the provisions of
3.
Section 2 above, Company shall be entitled to a temporary restraining order and an injunction
restraining Reed from such breach_ Nothing herein shall be construed as prohibiting Company from
pursuing any other remedies for such breach or threatened breach..
4.

NQtices.. All notice required or permitting to be given under this Agreement shall be

in writing and shall be deemed to have been duly given or delivered if delivered personally or r:fl.ailed
by Iegistered or certified mail, return receipt requested, with first class postage prepaid, to his
residence in the case of Reed, and to his principal office in the case of Company
5. . Construction. Captions and othel. headings contained in this Agreement are for
reference and identification purposes only and in no way alter, modiiJ, amend., limit or restrict the
contractual obligations of the parties
°

•

6.
Severability. In the event that anyone or more of tile provisions contained in this
Agreement shall for any reason be held to be invalid., illegal or unenforceable in any respect, such
invalidity, illegality or unenforceability shall Dot affect any other provision of this Agreement; and
this Agreement shall be construed as if such invalid illegal or tinenforceable provision had never
been contained herein, unless the deletion of the provision mat~ially affects the overall plan and_
'
agreement of the parties as reflected herein..
0

7.
Waiver of Breach. No waiver by any party hereto of any breach of any provision
oftms Agreement by another party shall not operate or be construed as a waiver of any subsequent
breach
°

8.
~ingLaw. Ihis Agreement shall be governed by and construed and enforced
in accordance with the laws of the State ofIdaho
o

9,
Binding Effect. This Agreement contains the entire agreement of the parties with
respect to noncompetition, and may not be changed orally but only by llQ. agreement in miting
signed by the party against whom enforcement of any waiver, change modification, extension or
discharge is sought
°

0

10.
Entire Agreement. This Agreement supersedes and replaces the Noncompetition
AgreemenOt in its entirety and contains the entire agreement of the parties with respect to
ngc2
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noncompetition Ibis Agreement may not be changed orally but only by an agreement in writing
signed by the party against whom enforcement of any waiver, change, modification, extension or
discharge is sougbt.

11.
Attorneys' Fees. In the event either party shall bring an action in connection with
the pedOrmance, breach or interpretation of this Agreement:, then the prevailing party in such action
as determined by the court having jurisdiction thereof; shall be entitled to recover fiam the losing
party in such action, as determined by the court having jurisdiction, all reasonable court costs and
expenses of such litigation, inducting attorneys' fees, court costs, costs of investigation and other
costs reasonably related to such litigation, in such amounts as may be determined in the discretion
of the court havingjurisdiction.
IN WITNESS WHEREOF the parties have duly executed and delivered this Agreement
as of the date first written above
COMPANY:

AlA SERVICES CORPORAI10N

~~
REED:

4hq-t-

,f~fif
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LEASE AGREEMENT
nITS INDENTURE, made this 1st day ofJuIy. 1996, by and between Reed J. Tayior and
Advantage Insurance Agency, Inc. hereinafter cbllectively referred to as LESSEE, and AlA
Insurance, Inc., hereinafter refened to as LESSOR
WITNESSETH:

1.
PREMISES:
The LESSOR hereby leases and demises to the LESSEE, subject to the tenns and cOnditions
hereinafter set forth, the following described premises and parking, (coUectively "Leased Propertytt),
to-wit:

The north east wing and the common area related thereto consisting 00001 square feet, more
or less, of the first floor in the building known as the Lewis Clark Plaza, located at III Main Street,
in the City of LeWiston, Idaho, (premises).
Together with the non-exclusive use of alI vehicle parking areas located at 1st and C Streets for
use of employee and customer parking One parking place will be reserved for the use of Reed J
1 ayiar in theMain Street parking lot located east of and adjacent to the leased Premises, in the space
currently marked with his name. One space, currently marked with the name D. Whisner shall be
available for the use of LESSEE. LESEE shall also be entitled to park one veblcle in the
temporaryparking area immediately east of the building for the purposes of providing mail
transportation All other vehicles must be parked at the above described 1st an "CK Streets parking
lot

II
USE:
LESSEE desires to use sajd PremiSes as an office LESSEE shall procure an necessary
licenses from the City ofLewiston, NezPerce County, and the State ofIdaho to conduct its business.

ill

TERM:

The term of this lease shall commence upon the closing and execution of a "Restructure"
agreement between Reed J Taylor and AlA Services Corporation, and terminate six months from the
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date of payment in full to LESSEE of the Amended and Restated Promissory Note (Amended Down
Payment Note) executed by AIA Services Corporation contemporaneously herewith. LESSEE shall
have an option to terminate this lease earlier, without penalty, upon five days written notice to Lessor.
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IV
RENT:
LESSEE agrees to pay to LESSOR rent payable in monthly installments of ONE
TIIOUSAND FIVE HUNDRED DOLLARS ($1500.00) for the Prerrtises. All monthly installments
shall be payable in advance on or before the first day of each month and paid to LESSOR at P.D Box
538, Lewiston, Idaho_ Rent for partial month(s) shall be prorated

POSSESSION:
LESSEE is currently in possession of the premises.
VI

LESSOR COVENANTS:
The LESSOR further covenants and agrees with the LESSEE as follows:
A

Quiet Possession: LESSOR agrees, upon LESSEE paying rent as set fort hereirr, and
upon LESSEE complying and performing the agreements and covenants contained
in this lease on LESSEE'S part, that LESSEE shall and may at all times during the
term granted peacefully and quietly have, hold and enjoy the Leased Property without
any manner of let, suit, trouble, or hindrance from LESSOR, its heirs, assigns,
personal representatives 9r any other persons.

B

Taxes. LESSOR shall promptly pay the real property taxes assessed against the land
and Premises.
.

C.

Fir'e Insurance: Lessor shall procure fire insurance on the Prerrtises and pay the
pn.~miums thereon

D

Present Improvements: During the tean of the lease, LESSOR will maintain the roof
and exterior of the building in which the leasehold Premises are situate (excluding
glass breakage covered under paragraphs VII. B and C), and an common areas, such
as elevator, lobby, hallways, and parking lot, and to rruiintain, in original working
condition, all electrical wiring and fixtures (excluding the maintenance of bulbs in the
electrical fixtures located in the leasehold Premises and excluding janitorial services
for the leasehold Premises), all plumbing and sewage facilities, and all heating and air
3
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conditiOnlIlg to meet the climatic conditions from time to time existing so that the
leasehold Premises may be comfortably used and enjoyed by LESSEE, its clients and
business invitees

VII
LESSEE COVENANTS:
The LESSEE further covenants and agrees with the LESSOR as follows:
A

Rentals: To pay each of the monthly installments of rent and the whole thereofas

above provided promptly and at the due date thereof
B.

Maintenance: To maintain the leased Premises in as good condition as the same are
now, reasonable wear and tear excepted; not to suffer nor permit waste upon the
Premises, nor permit acts that will violate policies ofinsunmce of the lESSOR, or
cause higher premiums thereon; and to keep the interior of the Premises in a suitable
conditiolL

C

Repairs: 10 repair promptly, and at its expense, any damage caused to the Leased

Property by the LESSEE or its agents, invitees, or by anyone on the Premises (other
than LESSOR, or its agents), ordinary wear and tear excepted
D

Possession: Upon tbe expiration of the lease, or its sooner terminatiDn as berem
provided, to sumnder to the LESSOR all keys to said Leased Property, and to quietly
have, surrender, yield and give up possession of the demised Leased Property_

E

Assignment - Subletting: Not to assign this lease nor sublet the Leased Property or
any part thereot: without the express prior written consent of the LESSOR, and no
assignment or subletting hereof shall be valid by operation of law or otherwise
without such prior written consenL
.

.F .

Alterations: Any alterations, remodeling, restoring or improvements to the Premises
shall require LESSOR'S written consent, which shall state the nature of the
alterations, whether or not the same 'shall be IeIDovable by the LESSEE, and if so,

when, whether and how the LESSEE shall repair any damages caused to said

Premises by the making, existence andlor removal of such alteration.. At the end of the
lease, or any extended term thereot: said improvements, if permanently affixed to the
Premises, shall be left on the Premises and revert to the benefit of LESSORG

Lawful Occupancy: The LESSEE agrees that in its use arid occupancy of the
Premises, it Will Dot violate, but will observe and comply with all laws, ordinances and

4
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lawful regulations applicable thereto, and will not perform nor permit any unlawful
act upon said Premises

H

Hold LESSOR Hannless: To save and hold the LESSOR harmless from all claims for
damages on account of uyuries to persons or property, occurring on the leased
Premises, Of the approaches thereto, from any cause· whatsoever, except for
negligence of LESSOR LESSEE shall carry, at LESSEE'S sole expense, public
liability insurance covering any such risks with limits o(not less than $100,000 per
persbn, $300,000 per occurrence, and $100,000 property damage. Such insurance
shall name LESSOR as an additional insured. LESSEE shall furnish LESSOR with
a certificate 'showing such insurance to be in full force and effect, and providing that
LESSOR shall be notified if such insurance should lapse
VIII

UTILITIES:

LESSOR will pay all costs of furnishing dectricity, heating, air conditioning, garbage disposal,
water and sewage services rendered the leasehold Premises during the entire term of this lease
LESSOR shall bill, and LESSEE shall pay within five business days of Ieceipt of said bill, LESSEE'S
pro rata (based on percentage of use) charges relating to any shared telephone services.

IX
PERSONAL PROPERTY TAXES:

LESSEE shall pay personal property taXes on all trade fixtures and other personal property
of its business, including without limitation, and hold LESSOR harmless therefrom

x
SIGNS:
. LESSOR ilgrees to install and ma.intain a diIectory listing the name and location ofLESSEE
near the entrance to the building in which the leasehold Premises are sUuale. LESSEE shall be
entitled, at its sole cost, to install a sign of moderate size on or near the entry to the leasehold
Premises within the building; provided the sign shall be consistent in style and form to the signs
provided by LESSOR
LESSEE shall install no signs on the exterior of the building, including lettering on exterior
windows in which the leasehold Premises are situate, without first having obtained the written consent
ofLESSOR and also having obtained a certificate of appropriateness from the Lewiston West End
Historical Commission as provided under Section 19-1/2 of the Lewiston City Code.

5
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Xl
PARKING LO 1:
LESSOR shall, at its cost, maintain and make 3:It'ailable at all times off. street parking facilities
for LESSEE and its business invitees at LESSOR'S employee parIcing lot located at 1st and "e"
Streets
Parking facilities to accommodate business invitees of LESSEE shall be provided and maintained
by the LESSOR on a non-exclusive basis. LESSEE and its employees shall not utilize the area

designated for paid parking and Lessor's customers and business invitee's in the lot directly east of - - .
the descnbed Premises, other than as descnOed in paiagraph 1. hereof LESSOR shall maintain such
procedures, rules and regulations as it deems necessary to enforce same.
XII.

NOTICES:
Any notices or demands to be given, served, or made shall be validly and sufficiently given,
served onnade: iffrom the LESSEE to the LESSOR, if the same is deposited in the United States
Mails at Lewiston, Idaho, by certified mai.I, return receipt, postage prepaid, addressed to the LESSOR
at: P.O Box 538, Lewiston, Idaho 83501, ATTN: Dan Spickler; and iffrom the LESSOR to the
LESSEE, ifthe same is deposited in the United States Mails, by certified mail, return receipt, postage
prepaid, addressed to theIESSEEat: P.o. Box 1165, Lewiston, Idaho 83501, ATTN: Reed Taylor.
The service of such notice shaJl be deemed complete by the said deposit thereofin the United States
Mails as aforesaid Either party may, by notice to the other in writing, designate a diffe,rent place to
which notices shall be sent.

XIII.
DEFAULTS:

In the event of the default of any material provision ofthls lease by the LESSEE, (and each
covenant, provisi(:m, term and condition herein is considered a'inateriaI provision and a consideration
for th~ execution of this lease, and time is of the essence of each and every of the foregoing), the
LESSOR may, at the time of the default or any time during the continuance of the default, notifY the
LESSEE in writing thereot; specifically setting forth the item or items of claimed default, and the
LESSEE shall, within fifteen (15) days from the date of such notice, correct the same
In the event of the LESSEE'S fuilure to correct such default after notice as aforesaid, th en the
LESSOR may terminate lhis lease by giving written notice thereof to the LESSEE in the manner
herein provided, the said termination to be complete upon the deposit in the mails of said notice in
the manner herein provided.
PROVIDED, in the event the LESSEE'S default and notice of the default is given and such
6
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default is corrected Mthin the tUne required, three (3) times during anyone calendar year, then
thereafter no notice of'default shall be required prior to the LESSOR'S exercise of its right on default,
but such default may be declared Mthout notice.

XIV
WAIVERS:
No waiver by the LESSOR of any term, covenant, or condition of this lease shall be
construed as a ooritinuing waiver thereQ~ nor a waiver thereof; nor a waiver of any other terTI1,
covenant 01 condition of this lease. Each and every default on the part of the LESSEE shall be
considered a separate and a new breach of the lease, irrespective of whether or not other defaults
exist at that time.

xv.
AIIORNEYFEES:
In the event of the necessity of legal process to enforce any covenant of this lease to be
performed on the part of either LESSOR or LESSEE, the prevailing party in such suit shall be
entitled to teceive from the losing party a reasonable sum as attorney's fees in such action to enforce
the covenants of this contract, and the Court in wbicbjudgmerrt is rendered in such suit or action shall
fix the reasonable attorney fees to be taxed as costs in such suit

XVI.
MODIFICAnON:
This lease contains the entire agreement between the LESSOR and LESSEE This lease and
the t~ hereofmay be altered or modified only by the same being reduced to writing, signed by the
parties, 'specifically stating that it modifies said lease in the respects therein stated, and that it is to be
attached to and shall become a part ofthis lease. No such change may be affected by act or conduct,
or in any manner other than above stated.

xvrr
FIRE:
IT IS FURIHER AGREED that in the everrt said Premises shall become untenantable by
reason offire or other casualty, this LEASE shall terminate immediately.

7
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XIII
POSSESSION SURRENDERED:
At the termination of this lease, whether at the expiration thereof or at the- election of
LESSOR as herein provided, LESSOR shall, at its option, re-enter the Premises and eject the
LESSEE therefrom, and in such case the LESSEE shall give imm~ate possession of the Leased
Property to the LESSOR, and the LESSOR may maintain an action for possession of said Leased
Property, after the right ofr e-entry has occurred. without notice_

XIX
LESSEE'S PROPERTY:

Any property belonging to the LESSEE and subject to removal by it shall be removed not
later than the close of business on the day of the expiration of the full term of this lease, or within ten
(IO) days after the termi.nation of the lease from any other callSe_ A failure to so remove said property
or any part thereo~ as aforesaid, shall entitle LESSOR to remove said property from the premises
without further responsibility therefore

xx

WAIVER OF SUBROGATION:
LESSOR and LESSEE each hereby release the other from any and all liability or responsjbility
(to the other or anyone claiming through or under them by way of subrogation or otheryrise) for any
loss or damage to property caused by fire or any of the extended coverage perils, even if such fire or
other casualty shall have been caused by the fault or negligence of the other party or anyone for
whom such party may be responsible; provided, however, that this lease shall be applicable and in
force and effect only with respect to loss or damageoccurring during such rime as the LESSOR'S and
LESSEE'S policy shall contain a clause or endorsement to the eff~t that any such release shall not
adversely effect or impair said policies or prejudice the right of th~ releaser to recover thereunder
LESSOR and LESSEE each agree that its policies will inclUde such a clause or endorsement.

XXL

BINDING ON HEIRS:
This lease shall be binding upon the heirs, successors, personal representatives and assignees
of the parties hereto, PROVIDED that the provisions of this paragraph shall nc>i"be construed to
authorize any assignment hereinabove prohibited.
ill WITNESS WHEREOF, the parties have hereunto set their hands and seals the day and
year first above written..
8
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LESSOk

LESSEE:
Advantage Insurance Agency, Inc

By.
Title:

~~~--§
u.y~.

____

STATE OF IDAHO)
: ss
County of Nez Perce )
On tbis~Jday of -3~u,
, 1996, before me a Notary Public in and for the State of
Idaho, personally appeared 7[
n~ L.S~ick1erlJnown or identified to me to be the S~&aP.Loftbe
'? t.../\. :17:>. v I ~
I t;""r;:Jr. i-.J.. •
corporation that executed the aoove i$tmtnent, and acknowledged to me that rucn corporatIOn
executed the same.
ed my official seal the day

Notary Public in and for th
residing at Lewiston

My Commission Expires:

.3;' 5' &. ()

STA1E OF IDAHO )
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County of Nez Perce )
On this -::::i3~o day of_~~ , 1996, before me a Notary Public in and for the State of
personally appeared F'('1i!L_T~"''' f~' known or identified to me to be the
II! rk Pc e- ,I i Ja.-N:
of the corporation that executed the above instrument, and acknowledged
to me that such corporation executed the same..
Idaho,

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal the day
and year first above written

STATE OF IDAHO
County ofN

ez~

)
) ss

)

.

On this _ _ _
of
19--, be!9reT6e, a Notary Public
~
,
in and for the State ofIdaho, rsonally appeared
known or identified to me to be tli erson whose name is su~l?ed to the within instrument, and
acknowledged to me that he execut
e same.
INWIlNESS 'WHEREOF r have her
md year f~st ,],ove mitten /

to set my hand and affixed my official seal the day

/~

(SE~
Notary Public in and fo

e State of

Idaho; residing at Lewiston,

erem

My commission expires: _ _ _ __
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SERIES A PREFERRED SHAREHOLDER AGREEMENT

TIDS SERIES A PREFERRED SHAREHOLDER AGREEM:ENT ("Agreement") is
made and entered into this 1st day ofJuly 1996, by and among AlA SERVICES CORPORATION,
an Idaho corporation ("Company"), REED J. TAYLOR ("Creditor) and DONNA J. TAYLOR
("Series A Preferred ShareholderJl)
RECITALS:
A-

Series A Preferred Shareholder is the owner of all of Company's issued and

outstanding Series A Preferred Stock Company is redeeming that stock pursuant to (i) Company's
articles of incorporation and (n) that certain letter agreement among the parties hereto and Cumer
L Green ("Green") dated January 11, 1995, as amended by (a) that certain letter from Green to
Richard A Riley ("RileyH)dated March 22, 1995, (b) that certain letter agreement among the parties,
Green and Richard W. Campanaro dated July 18, 1995, and (c) that certain Jetter from Green to fuley
dated August 10, 1995 (collectively, the "Series A Preferred Shareholder Letter Agreements")

Pursuant to the Letter Agreements, Company has reamortized its redemption obligation to Series A
Preferred Shareholder over a shorter period and has increa,s¢ the rate of interest paid to Series A
Preferred Shareholder in exchange of waiver by Series A Preferred Shareholder of alleged defaults

by Company and other consideratioll

B.

Pursuant to that certain Stock Redemption Agreement between Company and

Creditor dated July 22, 1995, as amended by that certain Addendum to Stock Redemption Agreement

also dated July 22, 1995 (together, the "Stock Redemption Agreement") and related agreements
including (without limitation) a Stock Pledge Agreement (the "Stock Pledge Agreement") and a

Security Agreement (the "Security Agreement"), each dated July 12, 1995, granting a security interest
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in certain collateral to secure payment of the $6M Note, aU of Creditor's shares of common $tock of
Company were redeemed_
C.

As part consideration of the redemption of Creditor's common stock, Company: (i)

executed a promissory note dated July 22, 1995 payable to Creditor in the principal amount of
$1,500,000 (the "Down Payment Note") and (Ii) executed a promissory Dote dated August 1, 1995
payable to Creditor in the principal amount of$6,OOO,OOO (the "$6MNote").
D.

Simultaneously with the redemption of Creditor's common stock, the Company

reorganized by selling 150,000 shares of Series C Preferred Stock for $1.5 million, contnouting that
$1 5 million to the Company's wholly-owned insurance subsidiary, The Universe Life Insurance
Company (KULIC"), and distributing ULIC's stock of its subsidiary, AlA Insurance, Inc to the
Company ("Reorganization").
E.

In connection with the redemption of Creditor's common stock and Company's

reorganization, the parties entered into the Letter Agreement dated July 18, 1995 which, among other
things, imposed certain restrictions on Company's payment of interest and principal to CreditoL
F.

Concurrent with the execution of this Agreement, Company and Creditor have entered

into that certain Stock Redemption Restructure Agreement (tbe "Restructure Agreement") pursuant
to which Company's obligations to Creditor under the Stock Redemption Agreement and related
agreements har.-e been restructured (the "Restructure R)

G.

As a part of the Restructure, Company and Creditor have agreed to amend and restate

the Down Payment Note (as amended pursuant to the Restructure, the" Amended Down Payment
Note"), the Sectl1ity Agreement and the Stock Pledge Agreement

H.

In considelation of Company's willingness to accelerate principal payments to Series

A Preferred Shareholder on its redemption of the Series A Preferred Stock, the Series A Preferred
Shareholder is willing to release Company and Creditor from certain of those interest and principal
~..{\p\U:iIi£!!t£J~~!&·~rU)l.a§UPPORT OF INTERVENOR'S
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payment restrictions contained in the Letter Agreements and to release Company from any and aU
defaults under Company's Articles ofIncorporation or the Letter Agreements, and to consent to the
restructure of Company's obligations to pay principal and interest to Creditor pursuant to the tenns
of the Amended Down Payment Note as provided therein and in the Restructure AgreemenL

AGREKMENTS
1

Series A Preferred Stock Redemption
(a)

Company will continue monthly payments to Series A Preferred Shareholder

in accordance with a ten ye.ar amortization (from the date redemption commenced) at prime rate plus
lJ.% pursuant to paragraph 1 of the January 11, 1995 Letter Agreement
(b)

In addition to (and without affecting the amount of) the regular amortized

payment, Company will accelerate payment of principal by payillg Series A Preferred Snareholder
$100,000 at the end of each six-month period beginning at the end of the six-month period
commencing upon fun payment to Creditor of the Amended Down Payment Note.
(c)

Series A Preferred Shareholder will be entitled to accelerate the total

red emption obligation with respect to the Series A Preferred Stock upon lapse of thirty (30) days
after default by Company in payment when due of princiPal. or interest on such obligation, unless
Company shall have cured such default within such 30-<lay period.
2.

Consent to Amended Down Payment Note.

$6M Note and Security Therefor. Series

A Preferred Shareholder hereby consents to (i) Company's payment of its obligations to Creditor in

accordance with the terms of the Amended Down Payment Note and the Restructure Agreement; (Ii)
Company's payment to Creditor orits obligations to Creditor in accordance with the terms of the
$6M Note, subject however to the subordination provisioIlS of Section 3 hereof; (iii) the grant of
security interests in the Commission Collateral and Pledged Shares to secure payment of the two
notes~ and (iv) the possible future pledge of bonds pursuant to Section 10 ofthe Amended Stock

~WA¥JIJl,t~~~AlJ.R,Q,W];{)lJ~VPPORT OF INTERVENOR'S.

SUPptEMENTAt BRlEF'REIVioff6'N'to ''!'NTERVENE

Pledge Agreement and the release of security interest in part or all of the Pledged Shares and the
Commission Collateral
3.

Subordination of Certain Principal Payments to CreditoL Payment of principal to

Creditor on the $@,{Note (whether at maturity or at any earlier time in accordance with any right
of prepayment) shall be subordinated to payment in full of Company's obligation to redeem the Series
A Preferred Stock

Company shall not pay any principal on the $6M Note until the Series A

Preferred Stock: is completely redeemed (provided, however, that this limitation shall not preclude
Company from exercising any contractual 01 equitable right of offset against the p6ncipal ofthe $6M
Note)
4

Unconditional Release Series A Preferred Shareholder releases Company and its

subsidiaries, their respective directors, officers, shareholders, employees, affiliates and other agents
in their officiaJ capacities, from all claims arising prior to the date hereofincluding, without limitation:
(i)

the assertion of purported disserrters rights in connection with certain

transactions between VUC arid The Centennial Life Insurance Company;
(li)

all claims against Company which are the subject of.the various pleadings filed

on behalf of Series A Preferred Shareholder in her divorce acti~n against Creditor in Otse No 51087
filed in Nez Perce Courrtj, Idaho;
(ill)

any breach of Company's articles ofincorporation or the terms or conditions

of my of the Letter Agreements;
(Iv)

any and all claims arising in connection with the Restructure, including

(without limitation) any dissenter's rights in connection therewith; and
(v)

any acts Dr omissions by Company, its subsidiaries, affiliates, shareholders,

directors, officers, employees or other agents
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5

Agreement to ForbeaL Notwithstanding the foregoing release, Series A Prefened

Shareholder's rights and protection under Company's articles of incorporation shall be preserved;
provided, however, that so long as Company has not failed to pay principal or interest fOl redemption
of the Series A Preferred Stock hereunder when due or within the thirty-day cure period provided
by Section 1(c) hereo~ Series A Preferred Shareholder agrees to forbear from alleging any default
under Company's articles of incorporation and further agrees to forbear from exercising or attempting
to exercise any remedy for such default, whether arising from the terms of the articles of
incorporation or under legal or equitable principles.

6.

Estoppel Certificate Series A Preferred Shareholder acknowledges that, to date,

Company has (i) paid $384,010 of principal of its obligation to redeem the Series A Preferred Stock
and (ii) has redeemed 38,401 shares ofthe 200,000 shares of Series A Preferred Stock originally
issued to Series A Preferred Shareholder; and Series A Preferred Shareholder further acknowledges
that (iii) the unpaid principal balance of Company's obligation to redeem the Series A Preferred Stock
is $1,615,990 and (tv) 161,599 shares of Series A Preferred Stock remain outstanding
7.

Representations and Wananties

Series A Preferred Shareholder represents and

wanants to Company and to Creditor as follows:
(a)

Series A Preferred Shareholder owns beneficially and ofreeord all of the

outstanding Series A Preferred Stock, free and clear of all pledges, liens, encumbrances, security
interests, equities, claims, options or other limitations on Series A Preferred Shareholder's ability to
transfer such shares to Company upon payment of the redemption price

Series A Preferred

Shareholder has full right, title and interest in and to the Series A Preferred Stock, and the legal
capacity and authority to execute, deliver and perform this Agreement and the Restructure Agreement
and to consummate the transactions contemplated hereby and thereby.

(b)

Company and Creditor have advised Series A Preferred Shareholder to consult

legal and other professional counsel in connection with this Agreement and the Restructure
Agreement and has had the opportunity to do so. Series A Preferred Shareholder has consulted such

attorneys, accountants, family members and other advisors as she has deemed necessary or desirable
to assist her in reviewing this Agreement and the Restructure Agreement and in determining whether

it is in her best interests to execute and deliver them. Series A Preferred ShaIeholder has read and
understands the terms and conditions of this Agreement and the Restructure Agreement, as well as
the Letter Agreements which are being superseded and replaced by this Agreement and the
Restructure Agreement. Series A Preferred Shareholder acknowledges that she has had no contact
with Company or any of its directors, officers, legal counsel or other agents concerning this
Agreement or the Restructure Agreemen~ that this Agreement and the Restructure Agreement have

been draftea by counsel for Company and reviewed by counsel for Creditor; and that neither

C'.ompany, Creditor nor their respective counsel have represented Series A Preferred Shareholder in
cormection herewith or therewith Series A Preferred Shareholder acknowledges that her execution
and delivery of this Agreement and the Restructure Agreement have not been obtained by fraud,
duress, undue influence, ooercion, breach of fiduciary relationship or breach of relationship of
confidence and trust; and Senes A Preferred Shareholder hereby indemnifies Company against any
and all claims that her execution and delivery of this Agreement or the Restructure Agreement was
obtained by any such means.
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General Terms
(a)

AJI capitalized terms not otherwise defined herein shall have the meanings

assigned in the Restructure Agreement
(b)

This Agreement supersedes any replaces the Letter Agreements in their

entirety. The Letter Agreements shall hereafter have no further force or effect

(c)

All notices, requests, demands and other communications which are required

to be or may be given under this Agreement shall be in writing and shall be deemed to have been duly
given when delivered in person or transmitted by telex., facsimile, cable or telegram, or by certified
or registered first class mail, postage prepaid, return receipt requested, to the respective parties as
follows:

If to Company, to:

AlA Services Corporation
POBox 538
One Lewis Clark Plaza
Lewiston ID 83501
Attention John Taylor

With a copy to·

Eberle, Berlin, Kading, Turnbow &
McKlveen, Chartered
PO. Box 1368
Boise ID 83701~1368
Attention: llichard A Riley

If to Creditor to:

Reed I Taylor
PO. Box 1165
Lewiston ID 8350}

With a copy to:

Cairncross & Hempelrnann
70th Floor, Columbia Center
701 Fifth Avenue
Seattle WA 98104-7016
Attention: W Frank I aylor

If to Series A Preferred
Shareholder, to:

~~SFA~IWaS1ZTPPORT
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or to such other address as any party may have furnished to the others in writing in accordance
her ewith, except that notices of change of address shall be effective only upon receipt. Company's
payments ofits redemption obligation to Series A Preferred Shareholder shall be delivered to Series
A Preferred Shareholder at her notice address as provided above.

(d)

Ihis Agreement and the other Restructure Agreement contain the complete

and final expression of the entire agreement of the parties concerning Company's redemption of the
Series A Preferred Stock No provision of this Agreement may be amended, modified, waived, or
supplemented, except by a writing signed by all parties to this Agreement.
(e)

This Agreement shall be governed by, and constmed in accordance with, the

laws ofthe State ofIdaho, without giving effect to any provisions or principles regarding conflict of
laws

(f)

Headings used herein are fOJ convenience only and shall not in any way affect

the construction ot; or be taken into consideration in interpreting, this Agreement
(g)

Each provision of this Agreement is interdependent with and inseparable from

every other provision hereo~ and each covenant herein

is given in consideration of every other

covenant herein. If any provision of this Agreement is invaIld,.iJJegal, unenforceabJe or inappJicable
to any person or circumstance to which it is intended to be applicahle, in whole or in part, this entire
Agreement shall be void.
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EFFECTIVE as of the date first set forth above_

AIA SERVICES CORPORATION

COMPANY:

;Z;#f-

CREDITOR:

SERIES A PREFERRED
SIIAREHOLDER:

DONNA TAYLOR

d~"A~
APPROVED:

By __________________

- - - for Series A
Preferred Shareholder

J
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the person did not act in good faith and in a manner which he reasonably
believed to be in or Dot opposed to the best interests of the corporation, and,
respect to any criminal action or proceeding, had reasonable cause to
>-0 ~lieve that his conduct was unlawful.
6(b) A corporation shall have power to indemnify any person who was or is
tTl /pparty or is threatened to be made a party to any threatened, pending or
~ oompleted action or suit by or in the right of the corporation to procure a
tTl ~ent in its CavOl" by reason of the fact that he is or was a director, officer,
Z; ~ployee or agent of the corporation, or is or was serving at the request of
;;
COrporation as a director, officer, employee or agent of another corpora~ ~, partnership, joint venture, trust or other enterprise against expenses
to (ili'cluding attorneys' fees) actually and reasonably incurred by him in
with the defense or settlement of such action or suit if he acted
tTl iA-ood faith and in a manner he reasonably believed to be in or not opposed
'Tj~e best interests of the corporation and except that no indemnification
~sJ1llm be made in respect of any claim, issue or matter as to which such
shall have been adjudged to be liable for negligence or misconduct in
,::;:,truiJperformance ofhia duty to the corporation unless and only to the extent
court in which such action or suit was brought shall determine upon :
cation that, despite the adjudication of liability but in view of all
Qi
stances of the case, such person is fairly and reasonably entitled to
2in mnity for such expenses which such court shall deem proper.
Th the extent that a director, officer, employee or agent of a corporation
'"tl~n successful on the merits or otherwise in defense of any action, suit
2lrtp1-oceeding referred to in subsections (a) or (b) hereof, or in defense of any
~~, issue or matter therein, he shall be indemnified against expenses
~ding attorneys' fees) actually and reasonably incurred by him in
~rmection therewith..

e ~th
ts

~

2S ~ection

~~son

Ct~e
::k. .

;:5

tTl (aj Any indemnification under subsections (a) or (b) of this section (unless

Z.~d by a court) sh.all be made by the corporation only as authorized in
tffi~cific case upon a determination that indemnification of the director,
offi~r, employee or agent is proper in the circumstances becawe he has met

th~pplicable standard of conduct set forth in BUbsectiOns (a) or (b). Such

de~ation shall be made (1) by the board of directors by a majority vote
of ~orum coruristing of directors who were not parties to such action, suit
or ):1l!lkeeding, or (2) if such a quorum is not obtainable, or, even if obtainable
a q~ of disinterested directors 80 directs, by independent legal cOUll13el
in ~tten opinion, or (3) by the shareholders.
(e~ExpenBes (including attorneys' fees) incurred in defending a Civil or
crinffzkI action, suit or proceeding may be paid by the corporation in
advance of the final disposition of such action, suit or proceeding upon
I undertaking by or on behalf of the director, officer, employee or
'ay such amount if it shall ultimately be determined that he is
to be indemnified by the corporation as authorized in this

r:"====ilil

l>ca~

~

.demnificatWn and advancement of expenses provided by, or
'suant to the other subsections of this section shall not be
ilsive of any other rights to which those seeking indemnifica tion
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or advancement of expenses may be entitled under any bylaw, agreement,
vote of shareholders or disinterested directors or otherwise, both as to action
in his official capacity and as to action in another capacity while holding
such office.
(g) A corporation shall have power to purchase and maintain insurance
on behalf of any person who is or was a director, officer, employee or agent
of the corporation, or is or was serving at the request of the corporation as
a director, officer, employee or agent of another corporation, partnership,
joint venture, trust or other enterprise against any liability asserted against
him and incurred by him in any such capacity or arising out of his status as
such, whether or not the corporation would have the power to indemnify him
against such liability under the provisions of this section; provided that
banks, savings and loan associations and credit unions chartered under the
laws of the state of Idaho may provide indemnification only by insurance.
(h) For the purposes of this section, the term "corporation" includes, in
addition to the resulting corporation, all constituent corporations and their
predecessors absorbed in a consolidation or merger, which, if separate
existence had continued, would have had power and authority to indemnify
its directors, officers, employees, or agents.
0) The indemnification and advancement of expen.ses provided by, or
granted pursuant to, this section shall, unless otherwise provided when
authorized . or ratified, continue as to a person who has ceased to be a
director, officer, employee or agent and shall inure to the benefit ofthe heirs,
and personal representatives of such a person. (I.C., § 30-1-5, as added by
1979, ch. 105, § 2, p. 251; am. 1987, ch. 221, § I, p. 471.J
Complier'. note-. The worda in parenthesee 60 appeared in the law as ena~.

Section 2 of S.L. 1987, ch. 221 is compiled
as § 30-1-54 .

SO-l-6. Right of corporation to acquire and dispose of its own
shares. - A corporation shall have the right to purchase, take, receive or
otherwise acquire, hold, own, pledge, transfer or otherwise dispose of its own
shares, but purchases of its own shares, whether direct or indirect, shall be
made only to the extent of unreserved and unrestricted earned surplus
available therefor, and, if the articles of incorporation so permit or with the
affirmative vote of the holders of a majority of all shares entitled to vote
thereon, to the extent of unreserved and unrestricted capital surplus
available therefor.
Th the extent that earned surplus or capital surplus is used as the
measure of the corporation's right to purchase its own shares, such surplus
shall be restricted so long as such shares are held ,as treasury shares, and
upon the disposition or cancellation of any such shares the restriction shall
be removed pro tanto.
Notwithstanding the foregoing limitation, a corporation may purchase or
otherwise acquire its own shares for the purpose of:
(a) Eliminating fractional shares .
(b) Collecting or compromising indebtedness to the corporatioIL
(e) Paying dissenting shareholders entitled to payment for their shares
under the provisions of this act.

.~
a

.~ ,.. ":.J- ~;,{

.~

~

"\:~
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such payment is authorized by the affinnative vote or the written consent of
the holders of at least a majority of the outstanding shares of the class in
which the payment is to be made.
A split-up or division of the issued shares of any class into a greater
number of shares of the same class without increasing the stated capital of
the corporation shall not be construed to be a share dividend within the
meaning of this section. [I.C., § 30-1-45, as added by 1979, ch. lOS, § 2, p.
251.J
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Cited In: Swope v. Swope, 112 Idaho 974,
739 P.2d 273 (987).
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Actions for illegal dividend •.
Dividends to directol'1l.
Federal surtax.
Liability of directors.
Liability of stockholder •.
Order of liabiJi ty.
Tru.a t fund doctrine.

o

?;j Actlona (or illegal Dividends.
Where action brought under former statute
0
........ ~ was bas.xl on the illeg'ai payment of dividends
>-;I
in fraud of credit.ll'll, re<:eiver, u representaL,
-< tive of credit.ll'll, oould maintain action to
~
recover amount of dividends &0 illegally paid.
-< Stoltz v. &X>tt, 23 Idaho 104, 129 P. 340
,....., C/J (1912).
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Dividends to Dl.rectol'll.
Directol'1l improperly voted a dividend and
0 paid thexnaelvea the dividend &0 dt>clared on
?;j the stock owned by them when the oorpora>-l tion was in need of cash to su"","",fuJly and
profitably carry on its bUJ/iness. Claiborn v.
0 Utah As.'n of Credit Men, 22 Idaho 158, 124
>-r:! P. 788 (1912).

LAw

taxpayer did not constitute a contract not to
pay dividends so as to preclude the collection
of federal surtax on all undistributed profits.
Cooperative Publishing Co. v. Commissioner,
115 F.2d 1017 (9th Cir. 1940).
LlabUlty of Dll"OOtors.
Fonner statute made directors liable to all
creditors - those who became creditors be.
fore a dividend was paid as well as those who
became creditors afulrward. Stoltz v. &Ott, 23
Idaho 104, 129 P. 340 (1912).
Liability of StockhoJden.
Liability of stockholders to return to corporation assets they have wrongfully received in
contravention of former section governing
dividends i. liability created by law. There is
no contractual obligation either e.rpre& or
implied. Weil v. Defenbach, 36 Idaho 37, 208
P. 1025 (1922).

State law prohihitinll' the payment of clivi-

Order of Liability,
Liability for violation of fonner similar ~.
lion was in the first instance to the oorporation itself. As between crediiOl'1I of corporation
and stockholders thereof the liability of latter
wu secondary. Weil v. Defenbach, 31 Idaho
258, 170 p, 103 (1918).

?;jnoi bar a collection of surtax by the federal
<government on undistributed profits of a cort'I'jfralion which had aiwaya operated at a
Zeticit and which was virtually in ~iver.
ship and wu bein,e' liquidated by its directors.
~perative Publlilhinll' Co. v. Commissioner,
?OI15 F.2d 1017 (9th Cir. 1~).
The execution or a mo~ contnlct by •

Tru.ot Fund Do<:trine,
Assets of a oorporation constitute a lruBt
fund for payment of its debts which cannot
lawfully be divided until creditors are paid.
Weil v. Defenbach, 31 Idaho 258, 170 P. 103
(1918).
Collateral References, 18 C.J.S., §~ 293304.

ZFederal Surtax..
~

tTi dends by a oorporation having a deficit would

en

tI:'I

30-1-46. Distributions from capital surplus. - The board of directors of a corporation may, from time to time, distribute to its shareholders
out of capital surplus of the corporation a portion of its assets, in cash or
property, subject to the following provisions:
(a) No such distribution shall be made at a time when the corporation is
insolvent or when such distribution would render the corporation insolvent.

~

D

~~ ~
~
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(b) No such distribution shall be made unless the articles of incorporation
so provide or such distribution is authorized by the affirmative vote of the
holders of a majority of the outstanding shares of each class whether or not
entitled to vote thereon by the provisions of the articles of incorporation.
(C) No such distribution shall be made to the holders of any class of shares
unless all cumulative dividends accrued on all preferred or special classes of
shares entitled to preferential dividends shall have been fully paid.
(d) No such distribution shall be made to the holders of any class of
shares which would reduce the remaining net assets of the corporation
below the aggregate preferential amount payable in event of involuntary
liquidation to the holders of shares having preferential rights to the assets
of the corporation in the event of liquidation.
(e) Each such distribution, when made, shall be identified as a distribution from capital surplus and the amount per share disclosed to the
shareholders receiving the same concurrently with the distribution thereof.
The board of directors of a corporation may also, from time to time,
distribute to holders of its outstanding shares having a cumulative preferential right to receive dividenda, in discharge of their cumulative dividend
rights, dividends payable in cash out of the capital surplus of the corporation, if at the time the corporation has no earned surplus and is not insolvent
and would not thereby be rendered insolvent. Each such distribution when
made, shall be identified as a payment of cumulative dividends-out of capital
surplus. [I.C., § 30-1-46, as added by 1979, ch. 105, § 2, p. 251.)
DEClSION" UNDE. P1000

Distribution of As.eta.
Action of directors and stockholders of
banking corporation in withdrawing and distributing among themselves the ........ ta of the
corporation was void as to existing creditors.
Wei! v. Defenbach, 31 Idaho 258, 170 P. 103
(1918).

LAw

No distribution ofcapitalatock can be made
until debts of corporation bave been paid.
Coppinger v. Lewiston Term. Co., 34 Idaho
598,203 P. 1068 (1921).

30-1-47. Loans to employees and directors. - A corporation shall
not lend money to or use its credit to assist its directors without authorization in the particular case by its shareholders, but may lend money to and
use its credit to assist any employee of the corporation or of a Bubsidiary,
including any such employee who is a director of the corporation, if the
board of directors decides that Buch loan or assistance may benefit the
corporation. This section shall not apply to any bank, savings bank, savings
and loan association, or credit union as defined by Idaho law. [I.C.,
§ 30-1-47, as added by 1979, ch. 105, § 2; am. 1979, ch. 282, § 3, p. 724.)
Com pller'. note •. Sections 2 and 4 of S.L.
1979, ch. 282 are compiled 8a H 30-1·35 and
30-1·106, respectively.
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(d) Effecting, subject to the other provisions of this act, the retirement of
its redeemable shares by redemption or by purchase at not to exceed the
redemption price.
No purchase of or payment for its own .shares shall be made at a time
when the corporation is insolvent or when such purchase or payment would
make it insolvent. [I.e., 30-1-6, as added by 1979, ch. 105, § 2, p. 251.]

Compiler's notes. For words "this act" see
compiler's note., § 30-1-l.
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DECISlON.

~
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U~'DER ?ruOR

ANALYStS

r n Insolvent corporation purchasing own stock.
w ::r:: Reduction of capital stock.

>-

(0
Insolvent Corporation Purchasing Own
.......; (0 Stock.

wr

Purchase of its own stoclr. by an insolvent

W corporation is void. Brown v. T.B. Reed & Co.,

>-rj
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(Or/]

w~

LAw

31 Idaho 529,174 P. 136 (1918).
Reduction of Capital Stock.
Purchase by corporation of its own stock
amounted to a reduction of the capitsl.tock of
company in violation of fanner statute.
Dietrich v. Copeland Lumber Co., 28 Idaho
312, 154 P. 626 (1916).

30-1-7. Defense of ultra vires. - No act of a corporation and no
wconveyance or transfer of real or personal property to or by a corporation
(Oshall be invalid by reason of the fact that the corporation was withput
:::l
or power to do such act or to make or receive such conveyance or
£) ztransfer, but such lack of capacity or power may be asserted:
Z >-< (a) In a proceeding by a shareholder against the corporation to enjoin the
Zdoing of any act or the transfer of real or personal property by or to the
.,....., ('!:corporation. If the unauthorized act or transfer Bought to be enjoined is
Z Cbeing, or is to be, performed or made pursuant to a contract to which the
~orporation is a party, the court may. if all of the parties to the contract are
(0 Oames to the proceeding and if it deems the same to be equitable, set aside
~d enjoin the performance of such contract, and in so doing may allow to
~ "ihe Corporation or to the other parties to the contract, as the case may be,
w ~mpensation for the loss or damage sustained by either of them which may
JeSult from the action of the court in setting aside and enjoining the
rforrnance of such contract, but anticipated profits to be derived from the
~ rformance of the contract shall not be awarded by the court as a losa or
amage sustained.
(b) In a proceeding by the corporation, whether acting directly or through
receiver, trustee, or other legal representative, or through shareholders in
representative suit, against the incumbent or former officers or directors
~f the corporation.
clJ (c) In a proceeding by the Attorney General, as provided in this act. to
dissolve the corporation, or in a proceeding by the Attorney General to
enjoin the corporation from the transaction of unauthorized business. [I.C.,
§ 30-1-7, as added by 1979, ch. 105, § 2, p. 251.J
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Complier'. notes. For words "this act" see
compiler's note., § 30-1-1.
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Estoppel.
Doctrine of ultra vires when invoked for or
against corporation should not be allowed to
prevail where it would defeat the end. of
justice or work a legal wrong; in such case the
party was estopped from setting up defense of

30-1-8

LAw

ultra vires. Meholin v. Carlson, 17 Idaho 742,
107 P. 755. 134 Am. St. R 286 (1910); Fi.nt
Nat'! Bank v. Callah.o.n Mining CA., 28 Idaho
627, 155 P. 673 (1916).
Collateral l«!ferences. 19 C.J.S., Corporations, §§ 573-579.

30·1·8. Corporate name. - The corporate name:
(a) Sh811 contain the word "corporation," "company,· "incorporated," or
"limited," or shall contain an abbreviation of one of such words; provided,
however, that if the word "company" or ita abbreviation is used, it shall not
be immediately preceded by the word "and" or by an abbreviation of or
symbol representing the word "and."
(b) Shall not contain any word or phrase which indicates or implies that
it is organized for any purpose other than one (1) or more of the purposes
contained in its articles of incorporation.
(c) Shall not be the sarne as, or deceptively similar to, the name of any
domestic corporation existing under the laws of this state or any foreign
corporation authorized to transact business in this state, or a name the
exclusive right to which is, at the time, reserved in the manner provided in
this act, the name of a corporation which has in effect a registration of its
corporate name as provided in this act, or the name of any limited
partnership or limited liability company which is organized under the laws
of this state or registered to do business in this state, except that this
provision shall not apply if the applicant files with the secretary of state
either of the following: (1) the written consent of such other corporation,
holder of a reserved or registered name, limited partnership or limited
liability company to u~e the same or deceptively similar name and one (1) or
more words are added to make such name distinguishable from such other
name, or (2) a certified copy of a final decree of a court of competent
jurisdiction establishing the prior right of the applicant to the use of such
name in this state.
A corporation with which another corporation, domestic or foreigo, is
merged, or which is formed by the reorganization or cOIlBOlidation of one (1)
or more domestic or foreign corporations or upon a sale, lease or other
disposition to or exchange with, a domestic corporation of all or substantially all the assets of another corporation, domestic or foreign, including its
name, may have the same name as that used in this state by any of such
corporations if such other corporation was organized under the laws of, or is
authorized to transact business in, this state.
Nothing in this section shall abrogate or limit the law as to unfair
competition or unfair practice in the use of trade names, nor derogate from
the common law, the principles of equity, or the statutes of this state or of
the United States with respect to the right to acquire and protect trade
names.
The assumption of a name in violation of this section ahall not affect or
vitiate the corporate existence, but the courts of this state, having equity
jurisdiction, may, upon the application of the state, or of any person,

Reed J. Taylor
7498 Lapwai Road
Lewis tonI ID 83501
February 2, 2007
VIA HAND DELIVERY
Board of Directors
AlA Insurance, Inc.
III Main Street
Lewiston, ill 83501
Dear Board of Directors:
As you know, ALA Services Corporation and AIA Insurance, Inc. were in default of
various agreements and for the failure to pay interest or principal due on my $6,000,000
Promissory Note at the time of the last annual shareholder meeting. As a result, my right
to vote aU of AlA's outstanding shares was vested in me at the time of the last annual
meeting, while AlA Services Corporation's right to vote the shares was terminated (see
Section 6 of the Amended Stock Pledge Agreement). Consequently, AlA's present board
of directors was not properly elected and I do not consent to any action taken by you. I
reiterate my demand Tor the special shareholder meeting scheduled for Monday, and your
refusal to honor my demand will be actionable. If an annual or special meeting takes
place anytime after this letter (with or without notice to me), I will be voting the shares in
opposition to you as directors and in support of a slate of directors to be named by me.

r have recently become aware of many improper transactions and activities at AlA during
your terms as board members. Because all of the shares of A[A are pledged to me, every
action taken by you will be highly scrutinized between now and when I am able to vote
the shares (whether amicably or by court action). This letter is also notice to you that
when I am able to vote the shares and appoint new directors and officers, you should
anticipate that AlA will be seeking restitution from each of you personally for all the past
improper and wrongful transactions and activities which occurred during your terms as
board members, including acts before and after the date of this letter.
I demand that every dollar of AlA's funds be accounted for. I demand that all services
and expenses incurred or paid by AlA on behalf of Crop USA or any other party be
itemized and collected. I demand that you comply with all fiduciary duties owed to AlA.
I demand that AlA not make any loans, advances or other inappropriate payments to any
of AlA's officers or directors, or any related entity (including payments to John Taylor).

This letter also serves as demand for you, any officer, any employee or any other party to
not destroy or alter any documents (including email or other electronic files). On behalf
of the participants of the plan, I will also be pursing claims against the Trustees of AlA
Services Corporation's 401(k) Plan, so I expect all of those documents to be preserved.
Sincerely,

_---- _

/d~
Reed J. Taylor

AFFIDAVIT OF-CHARLES A.BROWN IN SUPPORT OF INTERVENOR'S
SUPPLEMENTAL BRIEF RE MOTION TO INTERVENE
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RUSSEU.
KEU.Y

Patriclc M Moran
Aitamey lit Law
425.99004008
pmora:n@prkla.w.com

1850 Skyline Tower

Jmo NE Fourth Street
Bellevue. WA 9800<H)341
Ph: 425.462.4700
Fax: 425,451.0714
www.prfdaw.com

December 12, 2006

Via Facsimile And Regular Mail

Mr. R.. John Taylor
AIA Services Corporation
P.O. Box 538
~on,UD

Re:

83501

Notice of Default

Dear Mr. Taylor.
,

This fum represents Reed J. Taylor ("ThY12I"). Mr. Taylor has retained this .fum to enforce his
rights under the various agreements executed by AIA Services Corporation ("AlA Services") and
its named subsidiaries, in connection with the redemption of Mr. Taylor's shares in AlA Services.
All capitalized terrrn not defined herein have the meaning set forth in the Stock Redemption
Restructuring Agreement dated July I, 1996 ("Restructuring Agreement").

AIA Services is, and has been for some time, in defu.ult under the Amended Stock Pledge
Agreement, among other agreements. AlA Services is in default of Section 4.3 through
Section 4.8, Section 4.10, Section Sea), Section 7(a) through Section 7(d), among others
provisions.
In addition to the above, AIA Services is in default of the following:

1. The $6M Note.
AlA has filed to pay the amount due under the $6M Note, which, with accrued interest, is now in
excess of $7.7 million and seriously past due.
2. Section 2.2 of the Stock Redemption Restructure Agreement.

3. Section 4 of the Security Agreement.
Pursuant to this letter, and Section 6 of the Amended Stock Pledge Agreement, all voting rights

of the Pledge Collateral immediately vest with Mr. Taylor. Mr. Taylor intends to exercise all
21tJ70
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voting rights with respect to the Pledged Collateral, including, without limitation, election of a
revised board of directors for each of the companies subject to the Pledge Collateral.

l

Pursuant to this right, Mr. Taylor formally demands as follows:
I. AlA Services call a special meeting of the shareholders for the purpose of electing a new
board of directors. Mr. Taylor demands that the special shareholder meeting occur at corporate
office located at 111 Main Street, Lewiston, Idaho at 10 am on December 26, 2006. Mr. Taylor
shall be attending along with counsel Attached hereto is the notice as provided in I.C. § 30-1702. The purpose of the special meeting of shareholders will be to take action to elect a revised
board of directors. Immediately after the meeting, the newly elected board shall conduct a
meeting to elect revised officers of AlA Services.

2. AlAI call a special meeting of the shareholders for the purpose of electing a new board of
directors. Mr. Taylor demands that the special shareholder meeting occur at corporate office
located at 111 Main Street, Lewiston, Idaho at I pm on December 26, 2006. Mr. Taylor shall be
attending along with counsel Attached hereto is the notice as provided in I. C. § 30-I -702. The
purpose otthe speciql meeting of shareholders will be to take action to elect a revised board of
directors. Immediately after the meeting, the newly elected board shall conduct a meeting to elect
revised 0 ffieers of AIAI.
In addition, as Mr. Taylor has the right pursuant to Section 4.10 of the Amended Stock Pledge
Agreement to be on the board of directors on the above companies, Mr. Taylor also requests
written notice of any board meetings. Mi: Taylor plans to attend any such board meeting. Notice
of any board or shareholding meeting should be directed to Mr. Taylor at this firm.

Lastly, until the special rneeting(s) set forth above AlAI Services and AlAI are not authorized to
pay dividends, make distnbutions, increase wages, pay bonuses, enter into material contracts or
take any other actions outside the ordinary course, or the result of which may materially
adversely impact the business without the written consent of Mr. Taylor. Any such actions are
improper and shall be actionable to the participants.
Please provide all further notices and correspondence to this firm at the address or fax number
indicated above.
The failure of Mr. Taylor to provide notice of any other breaches andlor any delay or fallure to
take action or proceed with any remedy shall not be construed as Mr. Taylor's waiver of such
breaches, rights, or remedies. Mr. Taylor expressly reserves all rights and remedies.
I would appreciate your prompt attention to this letter. If you have any questions regarding any
of the above, please do not hesitate to call.

l.l1J70.0J
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Mr. R. John Taylor
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Very truly yours,
USSELL KELLY PLLC

PMM:1a!
Enclosures:

cc:

Notice of Special Shareholders Meeting (AIA Services)
Notice of Special Shareholders Meeting (AIAl)

For Notice Parposes(viafax 208-344-8535)
Bberle, Berlin, Kading, Turnbow & Mcklveen, Chartered
Attn:: Richard A Riley
Reed Taylor
Rob Bond (via email)
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SUBORDINATION AGREEMENT
TIlls Subordination Agreement ("Agreement") is entered into as of December 1, 2006, by
and between Donna 1. Taylor, a single person ("Donna") and Reed 1. Taylor, a single person
("Reed"). Reed and Donna are hereinafter referred to individually as a "Party" and/or collectively
as the "Parties."
NOW, THEREFORE, in consideration of the mutual promises contained in this
Agreement, the sufficiency of which is acknowledged as sufficient, full and complete
consideration for this Agreement, the Parties agree as follows:

1. Subordination. Donna agrees to unconditionally and irrevocably subordinate all
amounts and obligations owed to her under the Series A Preferred Shareholder Agreement
between AlA Services Corporation ("AlA Services"), Donna and Reed dated July 1, 1996
(including any modifications thereto, if applicable) to be junior to all payments (including
principal and interest), obligations, rights andlor remedies owed to Reed by AlA Services, AlA
Insurance, Inc. ("AlA Insurance") andlor any other person or entity. The effect of this Agreement
shall be to make all obligations and/or amounts owed to Donna Taylor by AlA Services
Corporation, AlA Insurance, R. John Taylor and any other person or entity subordinate and
junior to all amounts and obligations owed to Reed by the foregoing persons and entities under
the agreements identified in Section 2. Reed shall be entitled to collect all amounts owed to him
before Donna's Preferred A Shares of AIA Services are redeemed or any further payments are
made to Donna. The effect of this Agreement shall be to permit Reed to collect, litigate, obtain
judgment, andlQr enforce any and all rights and remedies which relate in any way to the $6
Million Promissory Note, plus all accrued interest, costs, expenses, and attorneys' fees owed to
Reed through the various agreements set forth in Section 2 below. This Agreement may result in
Reed obtaining payment, assets, and/or judgments which represent some or all of the amounts
owed to him, while Donna's rights will be junior and inferior to Reed. Donna authorizes Reed (0
provide copies of this Agreement to any person, entity or court as Reed may unilaterally elect in
his sole discretion.
2. Agreements Affected by Donna's Subordination. Donna expressly subordinates all
amounts, rights, obligations, and remedies owed to her in favor of (and junior to) Reed 1. Taylor
under the following agreements (including all claims, remedies, rights under such agreements):
(a) $6 Million Promissory Note between Reed and AlA Services Corporation ("AlA Services")
dated August 1, 1995; (b) Stock Redemption Restructure Agreement between Reed, Donna and
AlA Services dated July 1, 1996; (c) Amended and Restated Stock Pledge Agreement between
AlA Services and Reed dated July 1, 1996; (d) Amended and Restated Security Agreement
between AlA Services, AlA Insurance, Inc., and Reed dated July 1, 1996; and (e) Letter between
Reed, R. John Taylor, and Donna dated February 27, 2001; (f) Series A Preferred Shareholder
Agreement between AlA Services, Donna and Reed dated July 1, 1996; and (g) any other
agreement, contract or promise of any kind or nature.
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3. No Waiver of AlA Services Corporation's Defaults. The Parties acknowledge and
agree that the execution of this Agreement shall not constitute either Party's waiver of AlA
Service's defaults on payments due to Donna. This Agreement simply subordinates all amounts
and obligations due to Donna under the Series A Preferred Shareholder Agreement in favor of
amounts and obligations owed to Reed.
4. No Waiver of Personal Indebtedness. The Parties agree that this Agreement shall
not waive, modifY or extinguish any personal indebtedness which may be owed by R. John
Taylor or Connie Taylor to either Party for any debt, claim or cause of action.
5. Voluntary Execution. In executing this Agreement, the Parties acknowledge that
they have either consulted with an attorney prior to executing this Agreement or have elected to
enter into this Agreement without consulting an attorney. The Parties acknowledge that they
have executed this Agreement only after careful independent investigation, voluntarily and
without fraud, duress or undue influence. The Parties expressly waive any and all defenses
which may be later alleged or pled relating to lack of or failure of consideration. The Parties
expressly agree that their mutual promises are adequate and more than sufficient consideration
for this Agreement.
6. Right, Power and Authority. The Parties warrant to each other that they have the
right, power and authority to execute and enter into this Agreement. Donna represents that she
has not assigned her rights to any payments or other rights in the Series A Preferred Shareholder
Agreement to any person or entity.

'.

7. Effect. This Agreement shall be binding upon and inure to the benefit of each Party to
this Agreement, together with hislher agents, spouses, heirs, executors, administrators,
successors, and all persons now or hereafter holding or having all or any part of the interest of a
Party to this Agreement. If any dispute, conflict, or question arises between the Parties regarding
any interpretation of this Agreement and/or the law, the Parties agree that the terms, conditions,
and obligations created under this Agreement shall not be construed and/or interpreted against
the drafting party.
8. Applicable Law. The Parties agree that this Agreement shall be interpreted under the
laws of the State ofIdaho and venue of any dispute shall be in Nez Perce County, Idaho.
9. Counterparts and Facsimile or Scanned Transmission. This Agreement may be
executed in counterparts, each of which shall be deemed an original instrument. Facsimile or
scanned transmissions of any signed original document, or transmission of any signed facsimile
or scanned document, shall be the same as delivery of an executed original. At the request of any
of a Party, the Parties shall confirm facsimile transmission signatures by signing and delivering
an original document. The Parties may execute duplicate originals of the Agreement.
10. Assignment. Reed may assign this Agreement and/or any rights under this Agreement
without Donna's consent.
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11. Further Assurances. Donna and Reed agree to execute any and aJl further documents,
pleadings, agreements and the like necessary to carry out the terms and intent of this Agreement.
The Parties hereby execute this Agreement as of the date indicated above.

Donna J. Tay
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IN THE DISTRICT COURT OF THE SECOND
JUDICIAL DISTRICT OF THE STATE OF IDAHO,
IN AND FOR THE COUNTY OF NEZ PERCE
DONNA J. TAYLOR, a single
)
person,
)
)
)

Plaintiff,

)

Case No. CV 08-01150

)

vs

)
)

R. JOHN TAYLOR,

)
)
}

Defendants.

)

Taken at 141 Ninth Street
Lewiston, Idaho
Thursday, October 16, 2008 - 1:01 p.m.
D E P 0

SIT ION
OF

DONNA J. TAYLOR

A P PEA RAN C E S
MICHAEL S. BISSELL, Esq., of the law firm of Campbell,
Bissell and Kirby, PLLC t 7 South Howard Street, Suite 416,
Spokane, Washington 99201,
appearing on behalf of the Plaintiff.
MICHAEL E. McNICHOLS Esq.t of the law firm of Clements
Brown and McNichols, PA, 321 Thirteenth Street, Post
Office Box 1510, Lewiston, Idaho 83501,
appearing on behalf of the Defendant.
t

ALSO PRESENT:

~

'''''''''e' Report;"" • f
Washington & Idaho LLC

R. John Taylor

(800) 247-2748
(208) 743-2748

Lew'",", Id.m. 8350 1 II 'ill _I
"'lOW?

!<.rt,l?iLc,lpvtr@qwestoffice.net
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THURSDAY. OCTOBER 16.2008 - 1:01 P.M.
Thereupon,
DONNA J. TA YLOR,
a witness of lawful age, having tirs! been duly sworn
upon her oath to tell rhe truth, the whole truth and
nothing but the truth, testi tied as follows:
EXAM INA TION
BY MR. McNICHOLS:
Q. Will you state your name for the record,
please?
A. Donna Jean Taylor.
Q. And how do you spell Jean?
A. J-E-A-N.
Q. Thank you. Have you ever given testimony
before?
A. Yes.
Q. How many times?
A. Three.
Q. Was that testimony at a proceeding called a
deposition like this, or was it in court or both?
A. It was like this.
Q. Like this. And what were the cases that you
gave testimony in?
A. All divorce.
Q. And was that a single divorce case between you

('age J

I
2
3
4

5

6
7
8
9

10
11

STIPULATIONS
It was stipulated by and between Counsel for
the respective parties that the deposition be taken by
Amy Wilkins, CSR, Freelance Court Reporter and Notary
Public for the States of Idaho and Washington, residing
in Lewiston, Idaho.
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2
3
4

5
6
7

It was further stipulated and agreed by and
between Counsel for the respective parties and the
witness that the reading and signing of the deposition
would be expressly reserved.

12
13
14

15
16

8
9
10

II
12

J3
14
15
16

17

17

18
19

18
19

20
21
22
23
24
25

20
21

22
23
24

25

and Reed Taylor?
A. Uh-huh, yes.
MR. BISSELL: Oh, just if I might. just so you
know, because J've been infonned, Ms. Taylor has got an
issue with dyslexia. and so, it has to do with her
hearing. So, it's kind of taxing on her, so she might
need to take more frequent breaks than you might be
accustomed to because of her dyslexic condition. You
may ask her about it.
Q. (BY MR. McNICHOLS) You may have all the break
you want?
A. Thank you.
Q. You just tell us, just say, I want a break.
You don't even have to give a reason, just tell us and
we'll take a break. You do have (0 request a break
after you answer the question.
A. Right.
Q. You don't get a break between a question and
answer.
A. Right.
Q. I was asking you about your previous
depositions as a preliminary to telling you some of the
ground rules. So, you may already know. but I want ror
the record to repeat (hem. Some you arc already
perfonning well. You should answer questions oUlloud,

2 (Pages 2 to .:i)
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verbally, not by nodding or shaking your head. because
sometimes the reporter might miss that.
A. Un-huh.
Q. You should say yes or no, rather than uh-huh or
huh-uh, for the same reason. You should not begin you
question until I finish my answer. I said that wrong.
You should not start your answer until "ve finished my
question, and I should not start my next question until
you've finished your answer. The most important is, yo
are entitled to questions you understand, and if you
don't understand the question, you should not answer it.
You should tell me that you don't understand it, tell me
what part you don't understand, and I'll try to change
it in such a way so that you do understand.
A. Okay.
Q. Fair enough?
A. Yes.
Q. Okay. ['m embarrassed to ask you this, but I
must, how old are you?
A. Sixty-nine.
Q. That's how old I am. And, what is your
residence address?
A. 2940 Dove Place, Clarkston.
Q. Does anyone live at that home besides you?
A. Just my eleven cats.

A. I started in a girls' school in Portland,
Episcopal. And about halfway through, I transferred tc
Denver, and I don't remember the name of the school.
4
Q. All right. And, did you ever get aGED?
5
A. No.
6
Q. And did you ever have any formal schooling at
7 anywhere else after you left high school?
8
A. I went to business school for about two months.
9
Q. And where was that?
lOA. In Boise.
II
Q. Okay. And, when, when -- what was the date of
12 your marriage to Reed Taylor?
13
A. July 4th, 1963.
14
Q. And the divorce was in 1980 something?
15
A. It was final in '88.
16
Q. Okay. And, tell me a little bit about your
17 employment history. After you left high school, did yo
18 get jobs?
19
A. Uh-huh.
Q. What kind of work did you do?
20
21
A. My first job was at Box Photograph or
22 Photography.
2J
Q. What kind of work did you do there?
24
A. Little bit of everything.
25
Q. Okay.
I
2
3
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Q. Are they - okay.
A. And feral cats.
Q. And, you are unmarried at this time?
A. Yes.
Q. Have you ever been married in your life except
to Reed Taylor?
A. No.
Q. And, how many children do you have at this
time?
A. One.
Q. And his name?
A. Judd.
Q. And how old is Judd?
A. He's forty-two.
Q. And he works for AlA?
A. Yes.
Q. Where does Judd live?
A. He lives on Grelle, 926 Grelle.
Q. Okay. Would you tell me, Mrs. Taylor, about
what your formal education consists of. What's your
schooling?
A. I didn't graduate from high school.
Q. All right. Did you attend high school?
A. Yes.
Q. Which high school?

Page 9
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A. And then ( moved to Long Beach, California, and
I worked at North American Aviation.
Q. What kind of work did you do for them?
A. Typing. Then I moved to Sacramento, and 1
worked at Arrow Jet.
Q. And what kind of work did you do for them?

A. I did typing on the thrust tests.
Q. Okay.
A. Let's see, and I guess that's it.
Q. All right. Did you work outside the home after
you and Mr. Reed Taylor were married?
A. No. I -- I started writing children's stories.
Q. Sure. Oh, and are you still writing children's
stories?
A. Uh-huh.
Q. Have they ever been published?
A. No.
Q. Have you ever submitted your stories to a
publisher?
A. A while, quite a few years ago.
Q. Okay. The business school that you went to in
Boise for about two months. do you remember the name f
that school?
A. I believe it was Links.
Q. And do you remember any of the courses that YOLI
3 (Pages 6 to 9)
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l'Age 12

studied there?
Q. How about if! use the word "hire"? Sometimes
I
A. No.
2 lawyers want to say we were retained or engaged, but I'm
Q. Do you remember what year -J trying to find oul when you hired Mr. Bissell.
A. Oh, it was like spelling and English, and just
4
A. Okay. And I don't recall.
like that.
5
Q. But you think it was less than six months ago
Q. Okay. Do you remember what year that was that
6 and sometime in 2008. is that correct?
you were there?
7
A. Maybe.
I}
A. I believe it was '57.
Q. Okay. Are you still confident that it was in
Q. You heard the discussion before we started the
9 2008?
deposition between me and Mr. Bond?
10
A. Yes.
A. Yes.
II
Q. Okay. And, how did you happen to choose Mr.
Q. Has Mr. Bond ever been your lawyer?
12 Bissell to be your lawyer?
A. No. Mike is.
13
A. Through Rod.
Q. Only Mr. Bissell, is that correct?
14
Q. Okay. So, Mr. Bond recommended Mr. Bissell to
MR. BISSELL: Well, we have ajoint defense
15 you?
agreement, but otherwise, no. I mean, I'm her lawyer.
16
A. Yes.
Or joint -- not a joint defense agreement, be joint
I7
Q. And a while ago r asked you whether Mr. Bond
prosecution, 1guess.
18 had ever acted as your lawyer, and 1 think you said no,
Q. (BY MR. McNICHOLS) And, ( don't want you - 119 is that correct?
don't want you to tell me at any time, whether in
20
A. Uh-huh.
response to a question or not, anything that you've told
21
Q. Did he ever - now, uh-huh is a yes?
Mr. Bissell or that he's told you. But, can you tell me
22
A. Yes.
when you first retained Mr. Bissell?
23
Q. Yes, it is correct that he has never been your
A. Let's see, I'm not sure.
24 lawyer?
Q. Okay. Was it in the year 2008?
25
A. Yes.
Page IJ

Page II

I

1

A. Yes.

2
Q. Okay. Was it more than six months ago or less
3 than six months ago?
4
A. Less.
Q. Okay. Maybe \'1/ ask it this way. How long
5
6

before you filed the lawsuit against Mr. Taylor -did you

7 engage Mr. Bissell?
8
9

10
II

12
13
14
J5
16
17
18

19

20
21
22
23
24
25

A. Could you repeat that?
Q. Yes. Yes, I'd be happy to. How long before
you filed the lawsuit against John Taylor did you retain
or hire Mr. Bissell?
A. I'm not sure.
Q. Okay. Would it have been more than a month or
less than a month?
A. It's been more than a month.
Q. Okay.
A. Oh, from now you mean?
Q. No. No.
A. Or from ....
Q. And I don't know the date of your complaint
against Mr. Taylor, but I was trying to ask you -- I
mean, certainly you engaged Mr. Bissell before he filed
the complaint against Mr. Taylor, right? Am I using a
word that is not clear?
A. No. Say it again.

2
3

4
5
6
7

8
9
10
II

12
13

14
15
16

17
18
19
20
21
22
23

24
25

Q. Has he ever given you legal advice, whether he
was your lawyer or not?
A. I talked to him about this a little bit.
Q. Okay. And when you say you talk to him about
~this", what do you mean?
A. Deposition.
Q. Okay. And when did you talk to him about that?
A. Tuesday.
Q. And did you also talk with him this morning at
the courthouse?
A. Just -- not really.
Q. You didn'! talk to Mr. Bond at the courthouse
this morning?
A. r sat next to him, but he was busy listening.
I said hi.
Q. How about when the argument was over? Didn't
you have a chat with him for four or five minutes aller
the argument was over?
A. Not about anything. Not really, no. I mean, I
talked to him but not about -. well, we just -- what was
your question again?
Q. I'll ask a new one.
A. Okay.
Q. You spoke to Mr. Bond this morning at the
courthouse?
4 (Pages 10 to 13)

Clearwater Reporting of
Washington .&JfdalEH~..,\tIT

(800) 247-2748

Lewiston, Idaho 8350 I

OF CHARLES A.BRQ:~~ lli-SMfPORT OF INTERVENQBl: Slrwtr@qwcstoffice.ncl
SUPPLEMENTAL BRlEF RE MOTION TO INTERVENE

~/?7Z-

Page 14

I
A. Because I sat next to him.
2
Q. All right. And what did you say to him and
3 what did he say to you?
4
MR. BISSELL: lfit has anything to do with
5 these matters, I don't want you to answer the question.
6
A. Okay.
7
MR. McNICHOLS: You're saying ifit has
S anything to do with these matters to not 9
MR. BISSELL: Right. Because we have ajoint
10 agreement. We're certain we have that agreement in
II place, so any communications relating between the
12 parties are privileged.
13
Q. (BY MR. McNICHOLS) When did you -- do you
14 understand the agreement he's talking about? You
15 understand the agreement that Mr. Bissell is talking
16 about?
17
A. I really wasn't listening.
18
MR. McNICHOLS: Well there's some sort of a
19 joint agreement. Maybe you can help me with the title
20 of it so I can ask the right question.
21
MR. BISSELL: (think irs ajoint defense
22 agreement, something like that. I can't remember the
23 exact title, but it's words to that effect.
24
Q. (BY MR. McNICHOLS) Do you remember enterinl!
25 into an agreement with Mr. Reed Taylor, and I take it
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I

Mr. Bissell and Mr. Bond to jointly participate in

I

2 litigation against John Taylor and some corporations an

2

3

3
4

4
5

6

7
8
9
10

II
12

13
14

15
16

17
18

19
20
21

22
23
24
25

other people, do you remember doing that?
A. Could you ask me again?
Q. Do you remember entering into an agreement,
this would be a written agreement, that -- that said,
and it's hard for me to describe it really accurately,
because I have never seen it, but it says that you are
going to cooperate in the pursuit of litigation against
John Taylor, AlA Services, AlA Insurance, Inc., and
others who are named as defendants in these cases, do
you remember that?
A. I don't recall.
Q. Do you know whether you signed such an
agreement or not?
A. I don't recall, but I don't think so.
MR. BISSELL: She did.
MS. TAYLOR: Did 17
MR. BrSSELL: Yes.
A. I don't know what things are called. I'm just
a homemaker.
MR. McNICHOLS: And so you're asserting an
attorney-client privilege between Mrs. Taylor and Mr.
Bond?
MR. BISSELL: Well, it all arises out of that

agreement, so, yes, I am.
MR. McNICHOLS: And flake it then you would
instruct her not to answer any question that I asked her
about any communications between her and Mr. Bond?
MR. BISSELL: Well. at least subsequent to. I
think prior to that, you probably can, but subsequent to
that agreement probably not.
MR. McNICHOLS: Okay. Can you give me an
approximate date?
MR. BISSELL: Well prior to the filing of the
complaint, and ( don't know what that date is either.
MR. McNICHOLS: Oh, the joinl defense agreeme t
was prior to the complaint?
MR. BISSELL: [think so. I don't know. Right
around that time. I don't have it with me either, so.
Maybe it was right afterwards, I don't, I don't recal L
MR. McNICHOLS: But in any event, from that
time frame, you're going to tell her not to answer?
MR. BISSELL: Right.
Q. (BY MR. McNICHOLS) And I take it, you are
going to follow his advice and not answer any questions
that I ask you that he tells you not to answer?
A. Yes.
Q. Okay. Now, before you entered into this
agreement, which would be sometime perhaps six month
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ago, before that had you ever talked to Rod Bond?
A. No.
Q. SO, you never talked to Rod Bond before Janllan
1st, 2008, for sure?
A. No.
Q. Did you ever communicate with Mr. Bond in
writing? Did he ever send you a letter or did you ever
send him a letter?
A. No.
Q. Since YOll completed your divorce with Mr. Reec
Taylor, have you been represented by any lawyer befon
you were represented by Mr. Bissell?
A. Since our divorce Q. Yes.
A. -- you said?
Q. Yes.
A. One in Boise.
Q. And his name?
A. Allen.
Q. Not Cumer?
A. Cumer Green too.
Q. He represented you in the divorce?
A. No.
Q. Oh., he didn't?
A. Well, afterwards.
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I
Q. Okay. But it was an Allen somebody?
2
A. I don't know if that was his first name or last
name. [don't recall his name.
3
4
Q. Do you re!11cmber what it was he advised you
S
about?
A. Yes, Paul Buser, my divorce lawyer, had told me 6
7
that 8
Q. Oops, oops.
MR. BISSELL: You don't want [0 talk about any, 9
10
the substance of any communications -II
MS. TAYLOR: Oh.
12
MR. BISSELL: Between you and lawyers.
13
MS. TAYLOR: Okay, okay.
Q. (BY MR. McNICHOLS) But why was it that yo ~14
15
hired Allen, if that's his name, to be your lawyer?
16
A. To help me in an arbitration.
Q. And what was the arbitration about?
17
18
A. My paying Paul Buser the remaining amount.
Q. Okay. Of his fees, all right.
19
20
A. Uh-huh.
21
Q. Okay. Other than Mr. Green, Mr. Buser and
22
Allen, have you been represented by a lawyer for any
reason prior to the time that you became represented by 23
24
Mr. Bissell?
25
A. Cumer Green.

Corporation ~A. Right.
Q. -- is that correct?
A. Yes.
Q. And you have given, in the long past you gave a
notice to AlA Services Corporation that you wanted AlA
Services Corporation to redeem your stock. to pay you
for it, is that correct. or do you remember?
A. That I wanted what?
Q. To be paid by AlA Services Corporation and to
redeem your stock?
A. In redeem, you mean ....
Q. Is equivalent to a purchase. In other words.
they pay you money. you give them the stock. right?
A. I don't recall.
Q. Okay. All right. Well. since Cumer Green. has
anybody been your lawyer up until the time Mr. Bissell
became your lawyer?
A. No.
Q. Okay. But you do have a clear understanding
that when Mr. Green was representing you, you had the
right to the first payment from AlA Services first and
Reed was second, is that correct?
A. Yes.
Q. Do you -- are you familiar with the word
Page: 21
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Q. And he represented you about what?
A. About.... ['m not sure. It was ....
Q. Did it have to do with your rights to payments
from AlA Insurance?
A. It might have been about Reed's shares or
stock.
Q. Okay. Did it have to do with who would be paid
first from AlA Insurance, you or Reed?
A. I'm not sure, but I was first.
Q. You were first, okay. And was it in 1987, or
you got the divorce in '88, you said. Was that when you
had the right to payments from AlA Insurance for your
preferred stock?
MR. BISSELL: Objection, calls for a legal
conclusion. You can answer.
A. Would you repeat that?
Q. (BY MR. McNICHOLS) "II try to. Is 1988 when
you had a right to receive payments from AlA Insurance
to redeem your series A preferred stock?
MR. BISSELL: Same objection. You can go ahead
and answer.
A. Okay. You need to repeat that. I don't
understand what you mean.
Q. Okay. Let's go back. At this time you are an
owner of series A preferred stock of AlA Services
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subordinate or subordination?
A. I'm not sure.
Q. Okay. Do you know what those words mean?
A. No.
Q. Okay. Do you remember entering into an
agreement with Mr. Reed Taylor in December of 2oo6?

A. 2006?
Q. Yes.
A. Okay. That was the subordination.
Q. Yes. The subordination agreement, do you
remember that?
A. [fthat was the date, I'm not sure.
Q. Okay. You do remember a subordination
agreement?
A. Yes.
Q. What is the first thing that you remember about
that subordination agreement?
A. That John stole the money, and no money in All
to pay me and he, he told me he wasn't taking a salary,
and he did. a quarter of a million dollars.
Q. When is the last time you have had a personal
conversation, person to person, with Mr. John Taylor?
A. He called me when. after my daughter died.
Q. And that would have been when?
A. 2004.
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Q. And did you have any conversation other than
Mr. Taylor giving you his condolences?
A. No.
Q. Didn't talk about any business things or
anything having to do with this case?
A. No.
7
Q. And when was the last time before 2004 when you
8 had a conversation with Mr. John Taylor?
9
A. I think we said hi when I was getting my car
10 fixed. No, it wasn't then. I don't recall. Irs been
II probably before the divorce.
12
Q. Before 1988?
13
A. Uh-huh.
14
Q. All right. Have you had any - and that would
15 cover both telephone conversations and personal
16 conversations?
17
A. Yes.
18
Q. You really had one phone conversation that you
19 remember, he called with his condolences when your
20 daughter died?
21
A. Yes.
22
Q. Might have seen him somewhere to say hello in
23 passing?
24
A. Probably the parking lot of the office.
25
Q. But other than that, no conversation. either

Ptlgc

Q. Do you have some sOli of a file at home that
has correspondence in it?
A. I moved a little over a year ago, and so r
4 don't know. I haven't set my tiles up.
5
Q. But you arc confident that you still have the
6 letters?
7
A. Somewhere.
8
Q. Can you tell me the approximate dale of the
9 most recent letter that you wrote to John Taylor?
10
A. Most recent, I'm not sure on the year. I'm not
I(
sure on the date. r think it was 2004 maybe.
12
Q. Okay, all right.
A. I'm not certain.
13
14
Q. Understood. And, what was the purpose of your
15 writing to Mr. Taylor in 2004, iflhat was the year?
16
A. That [ needed more money.
17
Q. And did Mr. Taylor respond to your letter?
18
A. Yes.
19
Q. And what -- did he respond in writing?
20
A. Yes.
Q. And, did he agree to pay more money?
21
22
A. He just had all kinds of excuses that were
23 lies.
24
Q. And do you have a copy of that letter?
25
A. Yes, r should have.
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I

personal or telepnone, between you and John Taylor sinc!

2 the divorce?
A. No.
Q. Have you had any written communication with
5 John Taylor since the divorce?
6
A. Yes.
7
Q. And has that been in the form of letters or
8 some other form?
3
4

9

A. Letters.
Q. And how many letters have passed between you
10
II and John Taylor since your divorce from Reed Taylor?
12
A. From who?
/3
Q. Either way.
14
A. Either way.
15
Q. Let's start out, did you ever write Mr. John
16 Taylor a letter?
A. Yes.
17
18
Q. And how many letters from you to John Taylor?
19
A. I'm not sure.
20
Q. Would it be more (han five or fewer than five?
21
A. Less.
22
Q. Do you have copies of those letters?
23
A. Yes.
24
Q. Where are they?
25
A. I'm not sure.
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Q. And do you remember, when you wrote this lettt
in 2004 -- and I recognize you're not positive it was
2004 - but when you wrote lhat letter, how much were
you being paid?
A. I believe four thousand.
Q. That would be four thousand dollars per month?
A. Yes.
Q. And did that amount of money increase at any
time after you wrote that letter?
A. Yes.
Q. And when did it increase?
A. I would have to have my schedule that John -that the office gave me.
Q. Okay.
A. To tell you accurately.
Q. Sure. Do you remember how much the payment
increased to, from four thousand dollars 10 what?
A. Ten.
Q. And you don't remember what year (hat was or
how close it was to your letter?
A. I'm not positive.
Q. All right. And did the corporation then
continue to pay you the ten thousand dollars a month
until sometime in 2008?
A. Yes.
7 (P<lgcs 22 to 25)

C learwaler Reporting of
(800) 247·2748
.
l.cwiston, ld,lho IUS(1!
Washington &p,'~1f6-kVIT OF CHARLES A.BR~1,J1'tN2g1jpPORT OF INTERVENGiRdiwtr@qwc$(otlicc.nc!

SUPPLEMENTAL BRIEF RE MOTION TO INTERVENE

437£;

Page 26

I
2
3
4

5
6
7
S

9
10
II
12
13
14
15
16
17

18
19

20
21

22
23
24
25

Q. And did the corporation until 2008 also pay any
medical insurance premiums for you?
A. Yes.
Q. And when did the corporation begin doing that?
A. I believe it was when I stopped getting any
money.
Q. Stopped getting any money, and when was that?
A. [believe it was '0 I.
Q. Okay.
A. I'm not certain.
Q. All right Was there a period of time in 2001
when you were not paid any money for a period of time?
A. Yes.
Q. Do you remember how long that period of time
was?
A. Yes.
Q. How long?
A. It was supposed to be for five months, and it
was for seven.
Q. And, when the payments, when those payments
were suspended in 200 I, did the company start paying
your health insurance premiums when the payments were
suspended, or did it wait until they started them up
again after the seven months or do you remember?
A. I don't remember.
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A. Okay.
Q. I don't think that's a big problem. I'm just
trying to tie it down. From then until six months ago,
the company paid you ten thousand dollars plus the
health insurance payments. correct?
A. Could you repeat that?
Q. Yes. From 2004, after you wrote the letter,
sometime after you wrote the letter, the company paid
you ten thousand dollars a month and was already paying
your health insurance premiums. and from that time until
approximately six months ago, [he company paid the tcn
thousand dollars plus the health insurance premiums?
A. You need to talk slowcr.
MR. McNICHOLS: Okay. Maybe you can read it
back to her.
(Whereupon, the court reporter read back the
previous question.)
A. Could you shorten it up?
Q. I'll try to. What I'm trying to do is to
reconstruct the amount of payments that the company's
been making to you. And I take it that between 2004 and
about six months ago, sometime in the middle of or
spring of2008, in that four-year period, the company
paid you in cash ten thousand dollars a month, correct?
A. Yes.
Pagt: 29
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Q. Okay. BUt"anyway. sometime in that same year,
the company started paying your health insurance
premiums?
A. Yes.
Q. And do you know why the company started payin~
your health insurance premiums?
A. I believe it was because I was. took no money
those months.
Q. Okay. And did the company continue to pay
those health insurance premiums until sometime in the
last few months. 2008?
A. (think it was about, going on half a year ago
that they stopped.
Q. Okay. So, since we think 2004, the company's
been paying you ten thousand dollars a month, is that
correct, plus the health insurance premiums, am I right?
A. I'm not certain. I would have to look at my
sheet.
Q. Sure.
A. To ....
Q. And believe me. if it's 2003 or 2005, that's
not so important.
A. Okay.
Q. I'm just using this. but you think was 2004.
could be wrong.
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Q. Okay. And also for that period -- and since
200 I, the company has paid your health insurance
premiums, up until a few months ago, right?
A. I believe so.
Q. Okay. Now, before 2004, the company for some
period of time was paying you four thousand dollars a
month, correct?
A. Yes.
Q. How long did the company pay you four thousand
dollars a month?
A. I'm not certain.
Q. Okay. Was it a period of several years, more
than a year, less than a year or do you just not know?
A. Well, you say from 200 I, is that what you're
asking? What was your question?
Q. Well, my question was, in 2004 the payment was
increased from four thousand a month to ten thousand a
month?
A. In 2004.
Q. Went from four to ten?
A. Okay.
Q. What was it before -- how long had it been four
thousand a month?
A. I'm not sure when it started. Let's see, it
was, maybe it was in the winter of 200 I.
8 (Pages 26 to 29)
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Q. What was in the winter of 200 I?
A. That I started getting the four hundred -- four
thousand.
Q. Oh. okay.
A. Isn't that what you asked me?
Q. What I was trying to find out -- I guess -- I
think ['II change the subject if that's all right with
you and your counsel.
A. Okay.
Q. We sort of got off -- excuse me?
A. Yeah. I would have to see the sheet.
Q. I understand.
A. It says all this.
Q. And thank you for not asking me about my
finances for the last ten years. We got off on this
track when ( asked you a question ab0ut when, what was
the first time that you heard about the subordination
agreement, and you told me that John stole the money an(
there was no money to pay me and that John said he
wasn't taking a salary. when he was really taking two
hundred fifty thousand dollars a year. Let's go back
now and think about the subordination agreement. (take
it that John stole the money and had no money to pay me
was something that someone else told you?
A. Well, let's see, I've read it.
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occurred?
A. It was in '06.
Q. Was it before you signed the subordination
agreement?
A. r think so.
Q. Do you remember signing the subordination
agreement?
A. Yes.
Q. Okay. Do you have a copy of it at home?
A. I'm sure I do.
Q. Okay. And do you remember how long -- well.
can you tell me when you signed the subordination
agreement?
A. I'm not sure.
Q. Who -- where were you when you signed it?
A. I -- r was in my new house.
Q. In Clarkston?
A. Uh-huh.
Q. The address you gave me earlier?
A. Uh-huh.
Q. You're supposed to say yes.
A. Oh, sorry. Yes.
Q. And don't feel embarrassed about it.
A. I'm not.
Q. Because none of us talk that way normally. but
Page 33
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Q. In what?
A. 1 don't remember.
Q. And that leads me to a question, do you have
written communications bctwcen you and Mr. Reed Taylor
A. I'm sure that it was - communications?
Q. Yes.
A. I do now.
Q. And are those communications in the fonn of
letters?
A. No.
Q. I n what fonn are they?
A. Speaking to each other.
Q. Okay. Setting aside those communications,
which could be personal or by telephone, do you have any
correspondence between you and Mr. Reed Taylor in the
last tcn ycars?
A. In the last ten years?
Q. Yes.
A. I don't recall. I don't. I don't think so.
Q. All right. Again, back to the subordination
agreement, and I take it that the first thing that you
remember about that is a conversation that you had with
Reed?
A. Yes.
Q. And do you remember when that cOllversation
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here we're supposed to.
A. Yes, I understand.
Q. When you signed the subordination agreement ir
your house, was there anyone present besides yourselt'?
A. That was in the room with us?
Q. Yes.
A. No.
Q. And you say in the room with us?
A. With Reed and I.
Q. Okay. So you and Reed were together when you
signed the subordination agreement?
A. Yes.
Q. On - okay. And whatever day you signed it,
was that the first day you had ever seen it, or had you
seen it before?
A. I hadn't seen it before.
Q. Did Reed call you and tell you that he wanted
to come and see you and present a subordination
agreement?
A. Yes, he called me.
Q. Do you remember, did he call you on the day
that you signed it, or did he call you before you signed
it?
A. I don't recall.
Q. But at least you didn't see a copy oflhe
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subordination agreement before the day you signed it?
A. I don't believe so.
Q. Okay. Do you remember how much money you wer
owed, approximately, when you signed the subordination
agreement?
A. No.
Q. Would it have been in excess of four hundred
thousand dollars?
A. Yes.
Q. Okay. Was that an important amount of money to
you?
A. Hell,yes.
Q. When Reed called you to tell you he was going
to come over with a subordination agreement, tell me
what did he say to you.
A. I don't recall, but it's that he wanted to come
over and talk to me.
Q. Did he tell you, did he use the words
subordination agreement when he was talking with you on
the phone?
A. [don't recall that.
Q. Did he talk to you on the phone on one occasion
before he came over with the subordination agreement or
more than one occasion?
A. What was the question now?
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Q. Okay. Was anyone else present during that

period of time, that period of two hours other than you
and Reed, present in your home?
A. Yes.
Q. Who was that?
A. Dan Roberts.
Q. Dan Roberts?
A. Uh-huh.
Q. R-O-B-E-R-T-S?
A. Yes.
Q. And why was he there?
A. He finished the inside of my house.
Q. Okay.
A. He was working.
Q. He was a carpenter?
A. Handyman, yes, carpenter.
Q. Okay. Did he participate in your conversation
with Reed at all?
A. No.
Q. Did he overhear any part of your conversation
with Reed?
A. No.
Q. Okay. Did you make any sort of an entry in a
diary or a journal about your meeting with Reed?
A. No.
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Q. Did he talk to you about coming over to meet
with you once or more than once?
A. [believe it was once.
Q. Okay. And do you remember whether that was the
same day that he came with the subordination agreement,
or was it the day before or earlier than that?
A. That's what I don't remember.
Q. Was it within a short time, within a week?
A. Yes.
Q. Okay.
A. Yes.
Q. Did you have any idea what he was coming to
talk about?
A. I don't know. I don't remember if he -- (just
don't recall.
Q. Did you consult with a lawyer before he came to
your house?
A. No.
Q. Okay. Did you -- did you sign the
subordination agreement on the day that Reed brought it?
A. Yes.
Q. How long was he at your house that day from
beginning to end?
A. I don't recall, but r would guess maybe two
hours.
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Q. Do you have a diary?
A. No.
Q. A journal?
A. No.
Q. So is there any - to your knowledge. is there
any written record of the meeting you had with Reed that
day when you signed the subordination agreement, other
than the agreement itself?
A. That I would have written?
Q. Or anybody else wrote.
A. Not that / know of.
Q. All right. So, when, when Reed came to see
you, you were owed something over four hundred [housa d
dollars by AlA Services, correct?
A. (No response given.)
Q. Am r right?
A. Yes.
Q. Okay. And you had the right to the first
payment, and Reed was, had the right to payment a/lcr
you, is lhat correct?
A. Yes.
Q. And this is sometime in 2006?
A. Yes.
Q. Did you believe that Services had -- did you
know how much money -- sorry for talking so fast. Do
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you know how much money that Services owed Reed when yc ~ 1
signed Ihe subordination agreement?
2
A. ['m not certain. [had an idea.
3
Q. What was your idea? What did you think it was?
4
A. r guess six. six million.
5
Q. There was a nOle, one note for six million
6
dollars, wasn't there. trom Services to Corporation -7
excuse me, from Services to Reed?
8
A. I don't know.
9
Q. Okay, okay.
10
A. I don't recall.
II
Q. All right. But you thought, your best memory
12
is that they owed something like six million dollars?
13
A. I guess.
14
Q. Okay. Did you think that Services had enough
15
money to pay both you and Reed?
16
A. No.
17
Q. Did you understand that by signing the
18
subordination agreement you would no longer have the
19
first right to the money with Reed being second, and
20
that after you signed it Reed would have the right to
21
the first money and you would be second?
22
A. Yes.
23
Q. Why did you sign the agreement?
24
A. Because 1 knew I couldn't trust John anymore.
25

any money for five months. that he would personally
guarantee to pay me.
Q. And that's in a letter. isn't it?
A. Right.
Q. Okay. What did Reed -- well. let me ask. did
Reed give you anything in return for your signing the
subordination agreement?
A. Give me anything?
Q. Yes. Did he do anything for yoU', pay you. give
you something, do anything for you?
A. No.
Q. Did he promise to do anything for you in the
future in return for your signing the subordination
agreement?
A. No.
Q. Did you understand that by signing the
subordination agreement you might be releasing any
personal guarantee fiom John?
MR. BISSELL: Objection to the form, go ahead.
A. Could you repeat that?
Q. (BY MR. McNICHOLS) Did you understand that b
signing the subordination agreement, you might be
releasing any personal guarantee that John had given you
in the letter?
MR. BISSELL: It will be a continuing
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Q. Did you trust Reed?

2
A. Yes.
3
Q. Did Reed agree to pay you the money if, if
4 Services didn't?
5
6

A. Nothing was said about that.

Q. And so your testimony is that you gave up a

7 right to four hundred and some thousand dollars becaus
8 you didn't trust John?
9
A. Well, J also then knew that John had took the
10 one and a halfmillion out of AlA and put it into Crop.
II
Q. Is there any written agreement between you and
12 Reed other than the subordination agreement?
13
A. Could you repeat that?
14
Q. Is there any written agreement between you and
15 Reed other than the subordination agreement?
16
A. Just Reed and I?
17
Q. Yes.
18
19
20
21

22
23

24
25

A. No.
Q. Is there some written agreement between you
Reed and someone else?
A. Yes.
Q. Who is the other person?
A. lohn.
Q. And what is the form of that agreement?
A. That 1would be, when I agreed to not taking
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objection. Go ahead.
MR. McNICHOLS: Yes. r stipulate to it.
A. I'm sorry. I need you to say it again.
Q. (BY MR. McNICHOLS) I will. Did you understanc
that by signing the subordination agreement with Reed
that you might be releasing John from any personal
guarantee that he had made?
A. No.
Q. If you had - would you have signed the
subordination agreement if you believed that signing it
would release John from his personal guarantee?
A. Could you repeat that?
Q. Would you have signed the subordination
agreement if you had believed lhat signing the
subordination agreement would release John from his
personal guarantee?
A. I guess I don't know how to answer that.
Q. I don't know how you would answer either.
Maybe the answer is you don't know whether you would
have signed it or not. Is that your answer?
A. Well....
Q. Or do you think you do know?
A. Ask me one more time.
Q. I'll ask as many times as you need, and again.
any time you're wanting a break, whether it's from some
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problem you had or you're just tired. let me know. and
we'll take a break.
A. I've been up since 2:00.
Q. Why have you been up since 2:00? Are you
nervous?
A. No. 1- r went to bed too early, and my cats
woke me up at -I already had five hours of sleep, and
I was wide awake. So r stayed up.
Q. Okay, okay. My question is, would you have
signed the subordination agreement if you believed that
signing the subordination agreement would release John
from any personal guarantee?
A. Well, it's more complicated than that.
Q. Tell me what the complications are.
A. It's like with John stealing the money, AlA had
no, had no money to pay me.
Q. Where -- how did you think you were going to be
paid?
A. Well, I didn't trust John anymore, for one
thing.
Q. Okay.
A. Since he lied.
Q. Who did you think was going to pay you?
A. Well, [ really don't know.
Q. Didn't Reed agree to pay you?
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A. Yes.
Q. Okay. It's not the subordination agreement, I
3 didn't mean to say that.
4
A. No.
5
Q. But it's the letter you were talking about
6 which had the guarantee?
7
A. Yes.
Q. And that's in the last paragrap,h?
8
A. Yeah.
9
10
Q. The last sentence says, Reed and John will
II guarantee the deferred payments?
12
A. Yes.
13
Q. Okay. And did you understand those deferred
14 payments to be the deferred payments that are referred
15 to in paragraph three?
16
A. Yes.
17
Q. Okay. And I think we got off on discussing
18 this letter when I was trying to ask you a question that
19 was, if you had believed that signing the subordination
20 agreement would release the guarantee from John in
21 Exhibit I, would you have signed the subordination
22 agreement?
23
A. You're saying if, that John wouldn't have had
24 to pay me if! signed it?
Q. Yes, yes. Ifby signing the subordination
25

2
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A. In that letter?
Q. No. At the time you signed the -- no. Well,
you may have a better memory than I do. You were
talking about the Ictter that both Reed and John signed?
A. Yeah.
Q. I have that too. Do you want to look at it?
A. Sure.
MR. McNICHOLS: I'll have to have it marked as
an exhibit first.
EXHIBITS:
(Deposition Exhibit No. I marked for
identification.)
MR. McNICHOLS: Let's take five minutcs.
(Whereupon. the deposition was in recess at
2:0 I p.m. and subsequently reconvened at 2:08 p.m.; and
the following proceedings were had and entered of
record:)
Q. (BY MR. McNICHOLS) Okay. I'm handing you nov
what's been marked as Deposition Exhibit No. I. which
appears to be a leiter dated February 27th, 200 I. signed
by Reed 1. Taylor and R. John Taylor. and at the bottom
accepted by you. Is that the document that you've been
talking about?
A. Okay. What are you asking me?
Q. Is that the document we've been talking about?
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agreement meant John didn't have to pay you, would you
have signed the subordination agreement?
A. I guess [ would have -Q. Why?
A. -- wanted to--

Q.Oh.
A. I guess I would have wanted to get legal advice
on it or whatever.
Q. Because four hundred thousand dollars was a
substantial amount of money?
A. Yes.
Q. Why didn't you get legal advice about signing
the subordination agreement?
A. Because r trusted Reed.
Q. And what did you trust Reed to do?
A. To try to get our money back.
Q. To try to get the money back and to pay you
before he would pay himself?
A. We didn't talk about that.
Q. Well. if -- if A IA can't pay six million
dollars and if Reed is first. you're not going to get
anything from A IA. right?
MR. BISSELL: Objection to the form. go ahead.
MS. TAYLOR: Could you repeat that'?
MR. McNICHOLS: Yes. Pd be happy to. And "II

12 (Pages 42 (045)
Clearwater Reporting of
Washington 8A.fj:fij11IDAWIT OF CHARLES
SUPPLEMENTAL BRIEF

(800) 247-2748

r

,t-+wislon. Idaho 8350 I

A.BR~ibh"UPPORr OF INTERVE"thQ~arwtr@qwe$[ofTice.nc(
RE MOTION TO INTERVENE

1..-/3if)

Pag" 4&

I

2

3
4
5
6
7
8
9
10

"

12
13
14
15
16
17
18
19

20
21
22
23
24
25

stipulate you can have an objection to this and any
iterations of it.
MR. BISSELL: Okay.
Q. (BY MR. McNICHOLS) If AlA Services owed Ree
six million dollars and if AlA Services couldn't pay,
didn't have enough money to pay Reed the six million
dollars. and if Reed has the right to the first money
and you have the right to the second money, then you're
not going to get anything, are you?
A. (No response given.)
Q. Is that right?
A. Could you repeat it.
Q. I'll try to make it simpler just by
i "ustration.
A. Okay.
Q. Let's assume, first of all, that Reed's owed
six million dollars, okay?
A, Okay.
Q. Let's assume that AlA has assets of only two
million dollars, okay, and you're owed somewhere between
four hundred and five hundred thousand dollars, right?
A. (Witness nods head.)
Q. Okay. When you're first before you signed the
subordination agreement, you're owed four to five
hundred thousand dollars and AlA has two million
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Q. Whenever'?
A. Time?
Q. Didn't he agree that day when you were at your
house talking for two hours about the subordination
agreement when you had a four hundred thousand dollar
claim that had first priority and turned it into a
second claim, after six million dollars. didn't he tell
you that he would get you your money first?
MR. BISSELL: Objection. asked and answered.
You can go ahead.
A. I don't recall.
Q. (BY MR. McNICHOLS) Have you ever engaged in a
transaction that involved as much money as four to five
hundred thousand dollars, which is involved in this
subordination agreement? Do you understand what I'm
saying?
A. Could you repeat that?
Q. I'll be happy to. Have you ever been involved
in a financial transaction that involved more money than
four hundred thousand dollars. other than the
subordination agreement and the divorce?
A. Oh, no.
Q. Okay. So this was an unusual transaction for
you, the subordination agreement?
A. Unusual?
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dollars, right, it's hypothetical, but that would be

2 correct, then you would have a pretty good chance of
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4
5
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getting your money, wouldn't you?
A. Yes.
Q. Okay. If then you sign the subordination .
6 agreement and now all the sudden Reed is first and you
7 are second, Reed is owed six million dollars and AlA has
8 only two million dollars, you're not going to gel
9 anything, are you?
10
A. Well ....
II
Q. I agree that's hypothetical, but under that
12 hypothetical, you wouldn't receive anything, would you?
13
A. Well, I would hope so.
14
Q. Well, how would you get it?
15
A. Well if John stole the money, and, you know, we
16 get that back.
17
Q. Didn't Reed agree to pay you out of whatever he
18 got from Services or John or anyone else, didn't he
19 agree to pay you first?
20
A. Could you repeat that?
21
Q. Didn't Reed, verbally I'm talking about,
22 verbally agree to see that you would be paid first out
23 of whatever money he got from Services or John or
24 anybody else?
25
A. In what period are you talking?
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II
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Q.
since?
A.
Q.
A.

No.
Okay. rt's the only one like it ever?
Yes.
Q. Okay. Did Reed tell you that you should have a
lawyer, that you should have the advice of a lawyer
before you signed the subordination agreement?
A. I don't recall.
Q. Did you, do you know - did you know when yOI
signed it, did you know whether a lawyer had prepared
it?
A. I assumed.
Q. Did Reed tell you that a lawyer prepared it?
A. I don't recall.
Q. Did he tell you that Rod Bond had prepared it?
A. I don't recall.
Q. Did you know that Reed was represented by Rod
Bond at that time?

20

A. Yes.
Q. How did you know that?

21
22
23
24

25

Yes. Ever done anything like it before or

A. I just knew.
Q. Did you know that Reed and Rod Bond were
scheduling meetings with John and John's lawyer to sec
if they could reach a settlement?
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A. I'm not sure.

I

Q. Did Reed ever tell

1
3
4
5
6
7
8
9

YOli that they had had
negotiations with John and his lawyers trying to reach a
settlement?
A. I don't recall.
5
6
Q. Okay. Now, a couple of times you've told me
7 that John stole money from the company, and my questio
8 is. what is the source of that information to you?
9
A. I think maybe I've - I don't have the schedule
10 of my payments. That's what I wrote a few things that
II had happened, and I think maybe f had made a mistake or
12 what ( told you before.
13
Q. What, what mistake did you make?
14
A. About when f knew he stole it.
15
Q. Okay. When -- when were you first told that
16 John stole money from the corporation?
A. I'm not sure.
17
18
Q. All right. And. did anyone -- did that
19 information come to you from anyone other than Reed
20 Taylor?
21
A. No.
22
Q. Did you ever do anything to verifY the truth of
23 what Reed Taylor told you?
24
A. I don't recall.
25
Q. Did you ever talk to John about whether he had

3
4

10
II
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Q. But would you have read that before you signed
[he subordination agreement or after?
A. After. I believe. I'm not sure.
Q. Okay. all right.
EXHIBITS:
(Deposition Exhibit No.2 marked for
identi fication.)
Q. (BY MR. McNICHOLS) I'm handing you now what'
been marked with a sticker Exhibit No.2, and below that
in bold type is Exhibit O. That's from a different
proceeding, so you can sort of ignore the Exhibit 0 and
concentrate on the Exhibit 2. Is that the subordination
agreement?
A. Yes.
Q. And is that your signature on the third page?
A. Yes.
Q. When is the last time that you looked at a copy
of this document, Exhibit 21
A. I'm not sure.
Q. Has it been within the last week?
A. Maybe.
Q. Maybe a week or maybe longer. is that what
you're telling me?
A. I really don't recall.
Q. Has it been within the last month?
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stolen the money?

2
A. No.
3
Q. No, okay. When you signed the subordination
4 agreement, did you still think you would ever get any
5 money from AlA Services?
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I

A. Yeah.

2
3

Q. Okay. What other documents did you review in

order to prepare for this deposition, other documents
other than the subordination agreement, Exhibit 21
5
A. I'd have to see them to tell you, because I
6 don't know what they're called.
6
A. I hoped so.
Q. These were documents given to you by your
7
Q. And why would you have thought you would get 7
8 lawyer?
8 money from AlA Services?
9
A. Yes.
9
A. Well, that's why John -- that's why they're in
Q. And do you remember when it was that he gave
10
JO a lawsuit.
1\ them to you?
1/
Q. But you don't think the lawsuit can get more
12
A. It was, he gave me some on Tuesday.
12 than AlA Services has, do you?
Q. Two days ago?
13
13
A. Well, When I signed this, then I found out
14
A. I believe so.
14 that -- J mean, later I found out that that's whenlohn
Q. And did he give you some on some other occasion
15
15 said that he wasn't taking any money when J wasn't
16 getting any money, and that's when he had for the year ( 16 to prepare for today's deposition?
17
A. No.
17 quarter of a million dollars.
18
Q.
And was one of the documents he gave you Ihc
18
Q. And how did you learn that?
19 subordination agreement. Exhibit 21
19
A. 1 don't recall.
A. I guess I'd have to look through my, the -- the
20
Q. Did you get it from any source other than Reed 20
21 packet or the ones that he gave me to make sure.
21 Taylor?
Q. Do YOll have them with you?
22
22
A. I think maybe I rcad ....
A. No.
23
Q. And what would you would read that -- excuse 23
24
Q. Do you remember how many documents there wer ?
24 me.
25
25
A. Not really.
A. That's what I'm not sure.
4
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Q. And do you, can you identity even, anyone of
the documents that you looked at on Tuesday? Well,
excuse me. He gave them to you on Tuesday. right?
A. Yeah.
Q. Did you look at them on Tuesday?
A. Yes.
Q. Did you look at them on Wednesday?
A. That was yesterday. I think I did in the
morning.
Q. All right.
A. That morning, Wednesday morning.
Q. Okay. How much time did you spend looking at
these documents?
A. Not very long, because I don't understand them.
Q. Would it have been more than an hour Or less
than an hour?
A. Probably. I'm not sure.
Q. You don't know whether it's more than an hour?
A. Well, it was like, I'd look at something, and
then I'd put them down and go clean a cat box or
something and then -Q. Okay.
A. -- go back. It wasn't just at one ....
Q. And you're not able to identity a single one of
these documents, not able to tell me what a single one
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the other party?
MR. BISSELL: Object to the form, go ahead.
Q. (BY MR. McNICHOLS) Is that what it docs'?
A. Could you repeat?
Q. What a subordination agreement does is it puts
one party's rights below and junior to the rights of
another party?
MR. BISSELL: Continuing objection.
MR. McNICHOLS: You may have it.
MR. BISSELL: Go ahead and answer if you can.
A. Yes, I guess.
Q. (BY MR. McNICHOLS) The answer is yes?
A. Yes.
Q. Okay. Now if you would look at the
subordination agreement, in the second paragraph, the
first line of the second paragraph says, now therefore
in consideration of the mutual promises contained in
this agreement, and it goes on from there. My question
is. was there a promise in that agreement by Reed
Taylor?
A. And that's in the second paragraph?
Q. Yeah. It just -- that's where it uses the term
mutual promises. Do you see that?
A. Yeah.
Q. See the term mutual promises?
Page 57
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of the documents was that you looked at Tuesday and
Wednesday?
A. If I saw them, I could.
Q. Well, was one of them the subordination
agreement, Exhibit 27
A. Ifit was in there I didn't read it.
Q. All right. Was Exhibit I, the letter of
February 27th, 200 I, was that one of the documents YOl
looked at?
A. No, I don't think so.
Q. All right. Well-A. NotQ. Excuse me.
A. Not that I recall.
Q. Okay. I certainly don't know what documents
you looked at.
A. I know.
Q. Do you now know what the word subordination
means?
A. I'm not sure.
Q. Okay. Would it mean that one party has rights
that are superior to another party's?
A. Yes.
Q. Okay. And so what a subordination agreement
does is it puts one party's rights below the rights of

I
2
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Q. Does that mean you both made promises?

4

Q. What did Reed promise to do?
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A. Uh-huh.
A. So you're asking me what?
A. I guess fight in court for this.
Q. For both of you?
A. Uh-huh.
Q. And to share whatever you received?
A. I don't recal L
Q. Is there anything in the subordination
agreement that Reed promises to do or agrees to do that
you are aware of?
A. Could you repeat that?
Q. Yes. Is there anything in this agreement,
Exhibit 2, that is a promise or an agreement by Reed to
do anything, and I don't think you've read the document
fully. And you're free to take whatever time you need
to read the document?
A. Okay. I better do that.
Q. And you probably should.
A. Okay.
Q. That's what Mr. Bissell would tell you.
A. Okay. It's going to take me a while.
Q. That's okay_ And remember as you're reading it
what I want to ask you when you're finished is, what di(
15 (Pages 54 to 57)
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Reed agree to do. Okay?
A. Okay.
(Whereupon, Ihe deposition was in recess and
subsequently reconvened; and the following proceedings
were had and entered of record:)
Q. (BY MR. McNICHOLS) Have you had a chance nm\,
read Exhibit 21
A. Yes.
Q. Okay. Does Exhibit 2 contain any promise or
agreement by Reed to do anything?
MR. BISSELL: Objection, the document speaks
for itself. But you can go ahead.
A. Wen, I read this, but the sentences are too
long, and I lose .- I can't read this and tell you -and ten you what it means.
Q. (BY MR. McNICHOLS) Okay. You notice in the
first line of Exhibit 2 it says that the subordination
agreement is entered into as of Decem ber 1st, 20067
A. Okay.
Q. Was that the day it was signed, or was it
signed on some day other than December 1st, 20067
A. That's what I don't recall.
Q. An right. When you signed the subordination
agreement, Exhibit 2, did you understand that you would
not be receiving any more payments from Services?

to
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A. No.
Q. You thought you would continue to receive
payments?
A. Yes.
Q. Even though Reed had not been paid in fuJI?
A. I guess I assumed so.
Q. Okay. And you did in fact continue to receive
the payments?
A. Yes.
Q. Yes. Until maybe six months ago?
A. Yes.
Q. Okay. And you weren't surprised -- you don't
remember being surprised that the payments came?
A. Surprised?
Q. Right. You weren't surprised by receiving the
payments, were you?
A. I don't know if f gave it much thought.
Q. Okay. Did - did Reed tell you that he would
keep the subordination agreement a secret?
A. From who?
Q. From, from John and from AlA Services
Corporation?
A. A secret?
Q. Yes.
A. I don't recall.

Q. Well, wouldn't you understand that if Exhibit 2
were given to AlA Services Corporation that AlA Servic s
Corporation would understand that you were not to be
paid any money until Reed had been paid in full?
MR. BISSELL: Object to the form.
MS. TAYLOR: Could you repeat that?
MR. McNICHOLS: I'll try to. And I'll
stipulate that your counsel may have a continuing
objection.
Q. (BY MR. McNICHOLS) Wasn't it your
understanding that if AlA Services Corporation were
notified of the subordination agreement. Exhibit 2,
which provided that you were not to be paid any money
until Reed was paid in fun, that AlA Services
Corporation would stop making the monthly payments to
you?
A. I don't know.
Q. Okay. At any rate, you thought you would
continue to get the ten thousand dollar a month
payments?
A. I guess I assumed that.
Q. Yeah. And you did continue to receive them?
A. Yes.
Q. When Reed brought the subordination agreement,
Exhibit 2, to your home, why did it take two hours for
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you to agree to sign it?
A. You know, that was two years ago. I don't
know.
Q. All right Were you -A.IQ. Excuse me?
A. We might have been talking about my new hous
I don't know.
Q. Were you reluctant to sign the agreement?
A. No. I trusted Reed, and I knew he would take
care of me.
Q. Did he tell you he would take care of you?
A. I just know he would.
Q. And so you essentially signed it without
understanding it?
A. Understanding it?
Q. Yes.
A. Well. he -- I'm sure, he explained it to me.
Q. Okay.
A. As part of the two hours.
Q. But did you have the same problem with this
dyslexia two years ago as you have today?
A. I've had it all my life.
Q. And so, it was very difficult for you to read
and understand the long sentences in Exhibit 2?
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A. Yes.
Q. Did you understand Exhibit 2 from reading it,
or did you understand it from what Reed told you about
it?
A. What Reed told me about it.
Q. Did you in fact read it?
A. No.
Q. You signed it without reading it?
A. If I -- it seems like I did sit down and look
at it, but it was hard for me to understand.
Q. Sure. And you didn't understand it from
reading it. You understood it from what Reed told you
about it?
A. More or less.
Q. If you would look at paragraph five of Exhibit
2 for me, please.
A. (Witness complies.)
Q. The second sentence of paragraph five says, the
parties acknowledge that they have executed this
agreement only after careful, independent investigation,
voluntarily and without fTaud, duress or undo influence.
My question is, what careful, independent
investigation did you make, if any, before you signed
this agreement?
A. Like I said, I trusted Reed.
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Q. Okay. So your investigation was to listen to
2 him explain it to you?
3
A. Yeah.
4
Q. Okay.
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A. Yes.
Q. Thank you. Did you believe that the
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subordination agreement was a benefit to you?
A. Yes.
Q. What benefit did you receive from the
subordination agreement?
A. Because AlA didn't have any money.
Q. And-A. Since John took it.
Q. And how then did the subordination agreement
benefit you?
A. Pardon?
Q. How did the subordination agreement benefit
you?
A. Could you rephrase that?
Q. I'm trying to make it simple, and I -- did you
receive any benefit from signing this subordination
agreement?
A. I assumed so.
Q. What benefit did you assume that you received?
A. That with Reed going to court with John.

Q. Would help you get paid?
A. Yes.
Q. And that you would be more likely 10 be paid
because of the subordination agreement and Reed going t '>
court against John?
A. Well, John stole all the money from AlA. so,
and put it in Crop.
Q. And Reed told you that?
A. Or whatever.
Q. Reed told you that?
A. r don't know.
Q. But you believe that?
A. Well, I know that he. he got a million and a
half that was supposed to -- I should have been paid off
then. and he put, put it in a separate account.
Q. And Reed told you that? I should have said,
did Reed tell -A. Well, I don't know when. What date are you -Q. You tell me. When did you find out and from
whom did you learn it?
A. I found out -- well, I don't recall when I
found that out.
Q. Did you find it out before or after this
subordination agreement was signed?
A. Well, I saw proof of it today.
Page 65
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Q. Today. What proof of that did you see today?
A. The -- the bank, the deposit into the bank.
Q. And where did you see that?
A. At Rod's office.
Q. But you didn't know that before the
subordination agreement was signed two years ago?
A. I don't recall.
Q. SO, as I take it, before you signed the
subordination agreement, Reed told you that John had
been stealing money from AlA, correct?
A. (No response given.)
Q. Is that correct? Did he tell you that?
A. I believe so.
Q. Okay. And you believed that?
A. And ('m trying to remember. I don't -- see
I -- it was -- when I signed this, it was two years ago,
and I don't recall exactly what he told me.
Q. I wouldn't expect you to.
A. Okay.
Q. But at least you believed that John had been
somehow either stealing or diverting AlA's money to Crop
or to somebody else?
A. Yes.
Q. And did you also believe that A IA didn't have
enough money to pay you?
17 (Pages 6110 65)
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A. Right
Q. Reed told you that?
A. Yes.
Q. Okay. And did Reed tell you that the only way
you were going to get paid is if you signed this
agreement. he would then sue Services and John and try
to get you both paid?
A. I don't know ifhe exactly said it in those
words.
Q. But was that in general what he agreed to do?
A. I don't recall.
Q. You don't recall? This is a four hundred
thousand dollar transaction. and you don't recall what
Reed agreed to do?
A. Not exactly.
Q. How about. even if it isn't exact, I'd like to
know what he agreed to do. in general.
A. I don't remember exactly what was said that
day.
Q. Okay. Do you remember in general, ifil's not
exact? What, what do you remember? What impression di
you get?
A. That AlA had, had no money.
Q. All right. And that the only way you were
going to get paid is if Reed sued and got the money for
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A. It didn't sound like it.
Q. Okay. I had a question. jumping aside. and if
you need to take your time, please take your time. I've
asked you earlier about conversations and written
communication between you and John. and I want to ask
you about conversations and any written communication
between you and Connie Taylor. !Iave you spoken to
Connie Taylor in the last ten years?
A. I haven't even seen her.
Q. SO you haven't spoken to her?
A. No.
Q. How about the last twenty years. since the
divorce?
A. No.
Q. Have you had any written communication betweer
you and Connie Taylor?
A. When?
Q. At any time since your divorce, since 1988.
A. Written. She wrote me a note. put in the car
that I got in the divorce and told me what pigs my kids
were.
Q. This was at the time of the divorce?
A. It was after the divorce.
Q. Within a short time after the divorce. within a
year after the divorce?
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you?

2

MR. BISSELL: Objection, asked and answered.
You can go ahead and answer.
A. Yes.
Q. (BY MR. McNICHOLS) Yes, okay. When Reed
telling you that AlA didn't have any money, did he
use the word insolvent?
A. I don't recall.
Q. Do you understand the word insolvent?
A. No.
Q. You don't know what it means?
A. Not good enough to explain it to you.
Q. What do - it doesn't matter -- it doesn't
matter how well you understand it. What do you think it
means?
A. That's what I'm not good at.
Q. Expressing yourself?
A. Right.
Q. Okay. Well, let me ask you if you might
describe it as. is insolvent somebody that had
liabilities that were greater than his assets?
A. I don't know.
Q. Okay. But at any rate, when Reed told you that
AlA didn't have any money, it was your understanding
that you were never going to get any money from AlA?
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A. Yeah.

Q. And-A. I think so.
Q. Okay. And she put a note in your car?

A. In the car that was, was theirs.
Q. It was theirs, and as part of the divorce, you
7 received it?
8
A. Uh-huh, yes.
9
Q. And she was unhappy about that?
l O A . Evidently. She smeared chocolate and put ashes
I I allover the floor and left: the note.
12
Q. And the note said? Do you still have the notc?
13
A. Oh, I kept it for a lot of years, but then I
14 threw it away.
15
Q. Okay. Do you remember what it said?
16
A. About what rotten pigs I had for kids.
17
Q. Have you had any other written communication
18 with Connie Taylor since?
19
A. No.
20
Q. How about any personal communications,
21 telephone or person-Io-person conversations with JoLc(
22 Duclos?
23
A. r don't think so, but I might have called ifmy
24 check was late. I might have called a couple times to
25 see if they had pm it in the bank for me.
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Q. Okay.
A. That's all.
Q. All right.
A. That I recall.
Q. Okay.
A. And 1--1 mean, I don't know who I was talking
to, but I might have had a question about. I kept
getting letters from the insurance. the medical
insurance. and because they were paying it a little. a
couple days too late or something. and I talked to
somebody about that. but r don't know if it was her or
not.
Q. Okay. And have you had any written
communication between you and JoLee Duclos since the
divorce in 1988?
A. Not that I recall.
Q. Okay. Have you received copies of any of the
court documents in the case that Reed brought against
Services and the others?
A. Maybe.
Q. Maybe. You don't remember whether you receiv(!(
any court documents? And I'm not asking you about
anything that your attorney sent you. Well. let me ask
you this. Let me back up and ask another question. Do
you have any kind of file at home 0 f court documents for
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these cases?
A. For what cases?
Q. Your case, this case for one.
A. This case?
Q. I'm assuming.
A. Yeah. There's a couple of spots I put it in.
Q. Okay. How about the case of Reed Taylor
against AlA Services Corporation and others. do you hav
any documents from that case?
A. I don't think so.
Q. Okay.
A. I'm not sure.
Q. And have you thrown away any documents from
that case that you used to have?
A. I don't think I've thrown anything away.
Q. All right. Incidentally, I asked you early in
the deposition about letters between you and John. and
you said that you had a few letters?
A. Uh-huh.
Q. Do you remember [hat?
A. Uh-huh.
Q. Will you make a search for those for me and
when you lind them. give them to Mr. Bissell?
A. Sure.
Q. Thank you. Has Reed Taylor paid you any money

since December 1st of2006?
A. Personally or -- could you repeat that?
Q. Have you received any money, directly or
indirect/yo from Reed Taylor since December 15t of 2006
A. So it would be him personally. you're talking
about?
Q. WellA. I don't understand.
Q. Well. did you receive any money from Reed
Tay lor personally since December I st. 2oo6?
A. Let's sec. I don't know. I'd have to -- I
loaned him some money. I'd have 10 look in my records
to see when he, ifhe paid me back anything in 2006.
Q. When did you lend him money?
A. I'd have to look in my records. I don't
recall.
Q. Was it before or after the subordination
agreement?
A. It was before.
Q. And did you have a note, a written promise to
pay you back?
A. No.
Q. How much money did you lend him?
A. Sixty thousand.
Q. Okay. And does he still owe you some of that
Page 73
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today?
A. No. I think he paid that back.
Q. All right. Do you remember when he paid it
back?
A. Huh-uh. That's what I don't remember.
Q. Okay. Other than repayment of that loan. have
you received any money from Reed Taylor since Decemter
1st of2006?
A. 1 don't even know if the. iflne sixty was in
2006.
Q. All right. But I'm saying~
A. Is that what I said or.. ..
Q. I'm saying other than that. set aside the
repayment of the sixty, has he given you any money that
wasn't a repayment of that loan since December I st of
2006?
A. That he wasn't paying me back for anything?
Q. Correct.
A. No.
Q. Okay. Has he paid -- is there more than the
one loan of sixty thousand dollars?
A. There's been a couple.
Q. Since December 1st of2006?
A. Before. you mean? Before.
Q. Well, I'm thinking the sixty thousand was
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before?
A. Well. I'm not sure even on that.
Q. Okay.
A. What the date was. I don't know if it was in
2006 or 2005. I'd have to look up in my records.
Q. Was there more than one loan from you to Reed?
A. Other than the sixty?
Q. Correct.
A. Yes.
Q. And how many loans were there?
A. That's what I'd have to look up.
Q. You don't know? Would it be more than five or
less than five?
A. Oh, less.
Q. Okay. Has Reed Taylor paid you any money in
the last six months?
A. No.
Q. Do you have any source of income to replace the
ten thousand dollars a month that you were being paid by
AlA Services Corporation?
A. No.
Q. Have you asked Reed Taylor to compensate you
for that?
A. No.
Q. My most recent questions have been whether he
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Q. You still think it was a good deal for you?
A. Yeah. yes.
Q. Do you have any legal rights against Reed if
his lawsuit is unsuccessful?
MR. BISSELL: Object to the fonn. You can
answer.
MS. TAYLOR: Could you repeat that now?
Q. (BY MR. McNICHOLS) Are there any circumstance
under which Reed will have to compensate you for the
money that you should receive from Services?
MR. BISSELL: Continuing objection.
MR. McNICHOLS; I'll stipulate you may have
one. I don't think Ihat's a very good question. Would
you like me to rephrase that?
MS. TAYLOR: Yes, please.
Q. (BY MR. McNICHOLS) Your discussion with Reed
was that you would sign the subordination agreement, he
would try to collect the money from Services, if they
had any money or from John or from whoever he could find
to sue, and you would share the results, is that
correct?
A. I don't recall if Q. Okay.
A. - it was like that.
Q. You were hoping to be paid. Aren't you still
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paid you any money. Now changing the subject from mon y I

2 to anything of value. Has Reed Taylor given you
3
4

Pag~

anything of value since December 1st, 2006, that wasn't

a repayment of a loan?

5

A. Just gave me something?

6

Q. Yes.

7
A. You mean? Since when?
Q. Since December 1st, 2006, since the date of the
8
9 subordination agreement.
10
A. I don't recall. lfit was anything, it would
II just be something that I w-anted from his house or - I
12 can't remember, but r don't think so.
13
Q. Okay. Has Reed Taylor paid anyone on your
14 behalf; that is, has he given money or property to
15 someone for your benefit?
16
A. No.
17
Q. And, what are the sources of your income at
18 this time now that AlA Services has stopped paying you?
19
A. I'm just living off my money market account.
20
Q. Your savings?
21
A. My savings.
22
Q. With regard to the subordination agreement. do
23 you now think you should have had a lawyer look at it
24 and represent you?
25
A. No.

hoping to be paid?
A. Hell, yes.
3
Q. How do you think you're going to be paid?
4
A. Well, John stole it. He should give it back.
5
Q. Okay. And you are suing John, right? Do you
6 understand that you are suing John.
7
A. Yes.
Q. And that's why we're here today?
8
9
A. Yes.
10
Q. Okay. Since December I st of 2006, have you
II ever asked a lawyer for legal advice about the
12 subor~ination agreement? This is Exhibit 2.
13
A. No.
14
Q. Okay. Are you intending to ask a lawyer about
15 the subordination agreement in the future?
16
A. No.
17
Q. When Reed told you that AlA didn't have any
18 money to pay you, did you ask him for any sort of
19 financial statement or a tax return of AlA?
20
A. No.
21
Q. YoujUSl trusted him?
22
A. Yes.
23
Q. Did Reed tell you that it was in your interest
24 to sign the subordination agreement?
A. I don't recall.
25
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Q. You thought it was in your interest?
A. Yeah, yes.
Q. Thank you. Did you ever learn of any
settlement discussions between Reed and his lawyers on
the one hand and A IA and John and their lawyers on the
other?
A. Could you repeat that?
Q. Sure. Were you ever told that there were
settlement discussions between Reed on the one hand and
AlA and John on the other, who talked about settling?
A. I don't recall.
Q. Did anybody ever tell you that there was a
mediation between Reed and his lawyers on the one hand
and AlA, John and his lawyers on the other?
A. I don't recall.
Q. Did anyone ever show you a written settlement
offer that was submitted on behalf of AlA and John and
others to Reed?
A. Could you repeat that?
Q. There was a written settlement offer I think
sometime in the summer of 2008. There was a written
settlement otTer prepared by a lawyer from Chicago by
the name of Jim Gatziolis. Have you ever heard the name
Jim Gatziolis before?
A. r don't recall.
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Q. Okay. He made a settlement offer and sent it
to Mr. Bond. And my question is, did you ever see a
copy oflliat settlement offer?
A. No, not that I recall.
Q. Okay. Understood. Are you paying Mr.
Bissell's fees?
MR. BISSELL: You can't ask that question.
Q. (BY MR. McNICHOLS) Okay. Let me ask you thi
question, do you know who is paying Mr. Bissell's fees?
A. Do I know who's paying him?
Q. Yes.
A. I don't know.
MR. BISSELL: Objection, assumes facts not in
evidence.
Q. (BY MR. McNICHOLS) Did Reed agree with you
that he would pay Mr. Bissell's fees'?
A. I've never talked with Reed about that.
MR. McNICHOLS: Let's take another break, if we
could.
MS. TAYLOR: Okay.
(Whereupon, the deposition was in recess at
3:20 p.m. and subsequently reconvened at 3:32 p.m.; and
the following proceedings were had and entered of
record:)
Q. (BY MR. McNICHOLS) I just finished asking you

lin

a whole bunch of questions about any payments of money
or transfers of property from Reed to you since the
subordination agreement in December of2006.
A. Okay.
Q. And you told me about that. Now I want to
change the question and ask you whether Reed paid you
any money between the time of the divorce and December
1st of2oo6.
A. Okay. First I need to clarify. he hasn't been
paid anything yet.
Q. Oh. How do you know that?
A. Because he just told me.
Q. Oops.
A. I shouldn't have said that? But I - I don't
have enough money, and so I assume Reed would and then I
would pay,l would reimburse Reed.
Q. Okay. Now-A. r don't have a written agreement on that, and I
don't recall when we -- if we ever talked or whatever.
Q. Okay. Now I want to ask you a question of
whether Reed paid you any money between the divorce in
1988 and December the I s( of2006.
A. Okay.
MR. BISSELL: December what?
MR. McNICHOLS: 1st of2006, the date ofthe
Page 81
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subordination agreement
MR. BISSELL: Okay, got it.
MS. TAYLOR: Could you repeat that?
Q. (BY MR. McNICHOLS) Yes. Did Reed pay you an
money between the date of the divorce in 1988 and
December the Ist of 2006?
A. Other than what hc's borrowed from me?
Q. Correct. Okay, fine. Thank you.
A. Is that what you want?
Q. Yes, yes. Other than repayments of loans?
A. Oh, no.
Q. Okay. But since the divorce. AlA has paid you
a substantial amount of money, right?
A. Yes.
Q. Do you know how much?
A. Not olThand.
Q. Over three million dollars?
A. What?
Q. Would it be over three million dollars?
A. No.
Q. Okay. Let me go back now again to December
Ist,2006. I want to enlarge a little bit on a question
and answer we had a while ago. You told me that the
only people in your house that day when you were talking
with Reed was you and Reed and a man by the namc of
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Roberts, is that correct?
A. Yes.
Q. Was there anyone outside your house on your
premises that day that you know of while you were
meeting with Reed?
A. No.
Q. Did. did you or Reed communicate with anyone b,
telephone during the two hours that you met?
A. Not that I recall.
Q. Okay. You didn't call anybody, is that
correct? You don't remember calling anybody?
A. I don't remember calling anybody.
Q. You don't remember Reed calling anybody?
A. I don't recall that.
Q. And for example, you didn't call a lawyer and
ask him about the subordination agreement?
A. No.
Q. And did anyone call your home while Reed was
there?
A. Like friends or....
Q. Yeah. Do you remember anybody calling?
A. I don't remember.
Q. Okay. And what was Mr. Roberts doing for you?
A. He finished the inside of my new house.
Q. Okay. And is Mr. Roberts one of Reed's
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fraudulent or fraud. Fraudulent is a word -A. Yeah.
Q. - that lawyers use.
A. Yeah.
Q. Okay. Why don't you tell me, start otT with
the first one. What's the first thing he's done that
comes to your mind that you believe is fraudulent?
A. In the letter he wrote me, one-ofthe letters
he wrote me, he said that he didn't take a salary in,
whatever year it was, and 1-- I guess 2001, and that
was a lie.
Q. Okay. Now we don't have that letter here
today. Do you have that letter here today?
A. No.
Q. Okay.
A. [don't have anything.
Q. Okay.
A. And that's when he got the quarter of a million
dollars that year.
Q. Okay_ And how do you know he got a quarter 0
a million dollars that year?
A. I guess I saw something.
Q. All right. When did you see that something?
A. Oh, wait. What are you asking me, about the
salary?
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employees?
A. Uh-huh.
Q. And did Mr. Roberts charge you for what he did
for you?
A. Well. yeah.
Q. Okay. So it wasn't a gift from Reed? He
wasn't helping you and being paid by Reed?
A. No.
Q. Okay. Now, I want to ask you some questions
about your claims against John for fraud. Do you
understand what fraud is?
A. Yes.
Q. Do you understand that fraud includes a
misrepresentation of a material fact?
A. Could you repeat that?
Q. Do you understand that fraud includes a
misrepresentation of a material fact?
A. Could you rephrase it?
Q. I don't know how to rephrase it any better than
that.
A. Okay.
Q. Why don't you tell me what you think fraud is.
A. Something you do that's not legal.
Q. Okay. Why don't you tell me then everything
that you believe that John Taylor has done that's
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Q. Yes. About the-A. Oh, okay. His salary he took?
Q. Yes. You told me that you saw something, and
my question was. when did you last see that something:
A. Okay. Let me think. I read, I think it was
in -- I read it in something they had given you.
Q. Was it -- did somebody show you part ofa tax
return?
A. No. It was -- well. it was -- what was it?
Okay. It was, well, 1 don't know what you call it, but
it was from Mike.
Q. Okay. You saw some sort ofa document which
led you to believe that lohn had two hundred and fifty
thousand dollars during a year when he told you he was
taking no salary. is that right?
A. Okay. I'm not, I'm not sure.
Q. Okay. But John told you in a letter thaI he
Was not taking a salary?
A. Right.
Q. Did you do anything in reliance upon that, upon
what he told you?
A. Could you rephrase that?
Q. Yes. Did you rely upon his statement that he
was not taking a salary?
A. Well it -- I trusted him that what he was
22 (Pages 82 to 85)
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saying was true, and it made me not get paid for those
five months, think.ing that he wasn't going to get paid.
And in this document or whatever it was, like Reed - or
this letter, John said that Reed was taking a lesser
amount and that the company, there was no money in the
company. And if! didn't not do this, the company would
go down. and my two sons worked there and so ....
Q. SO this was the same five months of payments
they wanted to sk.ip that we talked about in Exhibit I,
is that right?
A. This isn't the letter I'm talking about.
Q. I understand, but you mentioned that in
reliance on the other letter that you agreed to let them
defer the payments for five months, and my question is,
is that the same five months that they're talking about
in Exhibit I?
A. Yes.
Q. Okay. And so, and in fact you told me earlier
they didn't skip five months of payments, but they
skipped seven months of payments?
A. Yes.
Q. And so that's the injury you had because of
relying on his statement that he didn't get a salary,
you lost seven months of payments, is that right?
A. Could you rephrase that?
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Q. I'll try to. You're telling me that John told
I
2 you that he wasn't taking a salary, and you believed
3
4
5

6
7
8
9
10
II

12
13
14
15
16
17
18
19
20
21
22
23

24
25

that, and it wasn't true, and that because you believed
it was true, you agreed to let them skip five months of
payments, is that right?
A. Well, that wasn't the only reason.
Q. All right What were the other reasons?
A. That he made me believe that the company was
going down if r, if I didn't do this, that they didn'!
have enough money to pay me.
Q. All right. And did he say that in the letter?
A. Yes.
Q. Okay.
A. I believe so.
Q. Okay.
A. I'd have to see the letter to -Q. Sure. And I don't have a copy with me.
A. Okay.
Q. I don't know whether Mr. Bissell does or not.
A. I think it was the same letter that he said
that AlA and Crop were the, one and, oflhe same, which
wasn't true.
Q. But in any event. the agreement that you made
in reliance and response to his letter was that you
agreed to give up live months of payments?

MR. BISSELL: Object to the tonn. You can go
ahead and answer.
Q. (BY MR. McNICHOLS) Is that right?
A. Could you repeat that?
Q. What you did in response to this letter Was you
agreed to give up five months of payments, is that
right?
A. Yes.
Q. Okay. Now, that's the first fraud is that
letter where he said he wasn't taking a salary and said
the company was going to go down and you wouldn't get
paid, that's number one.
A. Okay.
Q. What's number two?
A. I guess when he got the million and a half, and
it should have paid me -- he should have paid me off,
and he deposited it into a new account.
Q. When did you first learn that, that John or one
of the companies had received a million and a half
dollars?
A. I'm not sure on that.
Q. Was it before or after the subordination
agreement of December I st of 2006?
A. And what year did he take this million and a
half?
Page 89
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Q. I believe that the money was received in 2004,
but, you know, I'm just the lawyer coming in after all
this is done. But do you remember when you were first
told?
A. I don't recall thaL
Q. Okay. This morning you were showed some sor
ofa document regarding a bank deposit, though?
A. Uh-huh.
Q. I take it you were told before this morning?
A. Uh-huh.
Q. Do you remember whether it was before or after
December I st of 2006?
MR. BISSELL: Objection, asked and answered.
Go ahead.
A. J'm not certain.
Q. (BY MR. McNICHOLS) Okay.
A. I don't recall.
Q. Did John Taylor ever tell you anything about
receiving the million and a half dollars or what was
done with it?
A. Me?
Q. Yes.
A. I never talked to him.
Q. All right. Okay. So it's nothing Ihat he
either told you or didn't tell you thaI you're
23 (Pages &6 to 89)
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complaining about, it's the fact that he got the money
and put it somewhere other than paying it to you?
A. Well, sure.
Q. Okay. And you believe he had a duty to pay it
to you?
A. Yes.
Q. Why?
A. Well, he lied. He said that they didn't have
any money, that they were going down.
Q. And that was in the letter? He said thal in
the letter, correct?
A. I'd have to see the, have the letter in front
of me to-Q. Sure.
A. - answer that.
Q. Well, did he say it anywhere other than a
letter?
A. John to me?
Q. Yes.
A. We never talked.
Q. Okay. All right. And what's number three on
your list of fraud, ifthere is one?
A. Okay. Well, he's a liar and a thief.
Q. And I would like to have you tell me every lie
that he's ever told you, other than what you've claimed

!
2
3
4
5

Q. The letters that he gave to you?
A. Uh-huh.
Q. And do you remember how many there are?
A. Not for certain.
Q. Okay. But those are the letters that you're
6 going to find and give to Mr. Bissell?
7
A. Oh, is that what you - the letters you want or
8 is it the one I - which ones did you w<!nt? Is that -9
Q. The ones from John. f think.
l O A . Oh, from John.
II
Q. Yes. Do you have letters from someone else?
12
A. No.
13
Q. Oh.
14
A. I just thought you wanted the ones that I wrote
15 to John.
16
Q. I want those too.
17
A. Okay.
18
Q. I want both. Sorry.
19
A. Okay.
20
Q. Yeah. If you would get them both out, the ones
21 you wrote to John and the ones John wrote to you and ge
22 them to Mr. Bissell. Then he and I will make
23 arrangements about whether he gives them to me or not.
24
A. Okay. It might take a little bit for me to
25 find those.
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in this Jetter that we talked about a minute ago.
A. I'd have to have all his letters. And, I mean,
every letter just wasn't true.
Q. Is there something in Exhibit I here that
wasn't true?
A. I guess I'd have to ask my lawyer.
Q. You don't know without A. Well, no, I don't know for sure. I mean,
it's -- I would have to ask my lawyer.
Q. And without asking your lawyer, you're not able
to tell me whether there are any lies in Exhibit I?
A. Well, in the wording, it's like, the first
paragraph, it's like AlA was in with Crop USA.
Q. And is that false? You believe that's false?
A. I think so.
Q. And what's false about it?
A. r don't know. I mean, I'm - "Ill....
Q. If you don't know. that's t1 nco
A. I don't -Q. You're not -A. I don't know. I don't know.
Q. All right. Anything other than Exhibit I in
which you believe John Taylor told a lie?
A. I would have to have those letters in fTont of
me to tell you that, to answer that.

I
Q. Okay. A couple weeks be enough?
2
A. I guess.
Q. Are you too busy for the next two weeks to do
3
4 it?
5
A. Not really.
Q. Okay. Well, why don't you try to do it in two
6
7 weeks, and if you can't for some reason, tell Mr.
8 Bissell you're unable and tell him the reason, and he
9 can then tell me.
A. Okay.
10
Q. Okay. Are you aware of any lies ever told by
II
12 John Taylor except in Exhibit 1 and the other letters
13 that you have from him that you're going to try to find?
A. Could you repeal that?
14
Q. Are you aware of any -- you testi tied earlier
15
16 that John Taylor was a liar and a thief, right'?
A. Right.
17
Q. And I'm trying to find out - and you also
18
19 testified that he never talked to you personally about
20 it. So he didn't tell you a lie person 10 person,
21 right?
22
A. Right.
23
Q. SO all the lies had to be in letters, right?
24
A. Right.
25
Q. Okay. Are there any lies that John Taylor ever
24 (Pages 90 to 93)
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told you other than the letters which are Exhibit I and
the other letters that you've said you're going to
gather together and give to Mr. Bissell?
A. f guess before I could answer that. ['d have to
ask my lawyer about that.
Q. Okay. So, are you telling me that without
having information from your lawyer. you don't know the
answer?
A. Well. I'm not a lawyer.
Q. f understand that.
A. And. and. you know. to take a letter, what do I
know?
Q. And if you don't know, all you have to say is
you don't know.
A. Okay. r don't know.
Q. Fine. That's okay. Many times I don't know is
the truth.
A. Okay.
Q. Okay. Now you also said that Mr. Taylor was a
thief.
A. Yes.
Q. Tell me, has he stolen more than once?
A. Probably.
Q. Well, I would like to have you tell me about
what you know about what he's stolen. Do you know

I
A. No.
2
Q. For several years you were getting ten thousand
3 dollars a month. right?
4
A. Yes.
5
Q. For a time did you get paid twenty-fivc
6 thousand dollars a month?
7
A. Twenty-four something, r think.
8
Q. For how long were you paid that much?
9
A. I'd have to look it up.
10
Q. Okay. When you and Reed Taylor met at your
II home to sign the subordination agreement for two hours.
12 did Reed Taylor ever tel/ you there was any risk that
13 anything bad might happen as a result of this
14 subordination agreement?
15
A. I don't recru!.
16
Q. Did he ever tell you that anything bad might
17 happen to you as a result of him suing AlA and John and
18 the other people?
19
A. I really don't recall.
Q. Did he ever tel/ you that it was possible that
20
21 AlA might sue you to try to get back the money it had
22 paid you?
23
A. No.
24
Q. Did you ever think about that before this
25 minute?
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I

whether he's stolen more than once?
A. I don't know.
3
Q. Okay. Do you know {hat he's stolen once?
4
A. Yes.
5
Q. What was that?
6
A. That was the million and a half that....
7
Q. Okay. Do you know of any other times in which
8 he's stolen something?
9
A. I don't know.
10
Q. And stolen is what you mean by a thief? A
I I thief is someone who steals?
12
A. Yeah.
13
MR. McNICHOLS: Okay. What I would like to de
14 is take another break, and 1 think "m coming near the
15 end. Give me a few minutes to look through my notes.
16
(Whereupon, the deposition was in recess and
17 subsequently reconvened; and the following proceedings
18 were had and entered of record:)
19
Q. (BY MR. McNICHOLS) I was asking you before
20 whether you thought you'd received as much as three
21 million dollars, and you seemed startled by that amount.
22 Have you ever calculated how much you've received fron
23 AlA Services over the last twenty years?
24
A. That I've already received?
25
Q. Yes.
2
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I

A. Why would they do that?
Q. Well, J'm not supposed to answer your
3 questions.
4
A. Okay.
5
Q. But in any event, Reed didn't ever ask to
6 consider the risk of that?
7
A. Not that I recall.
8
MR. McNICHOLS: Okay. Those are all the
9 questions I have. Thank you very much for listening
10 carefully and for answering carefully,
II
MS. TAYLOR: Okay.
12
MR. BISSELL: I have nothing to ask you.
13
(Deposition concluded at 4:04 p.m. Witness
14 excused; signature reserved.)
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IlKreby certify that Ihis is a true and
correct copy of my testimony. together with any changes
I have made on this and any subsequent pages attached

herClo:
17
Dated this

day

or

18 2008.
19

20
21

DONNA 1. TAYLOR, DEPONENT
Sworn and Subscribed before me this
day of
• 2008.
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NOTARY PUBLIC FOR THE STATE OF IDAHO
Residing in
• Idaho
My Commission Expires:
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1
2

3

4
5

JONA THAN D. HALLY
CLARK and FEENEY
Attorneys for Defendants Connie Taylor,
James Beck and Corrine Beck.
The Train Station, Suite 201
13th and Main Streets
P. O. Drawer 285
Lewiston, Idaho 83501
Telephone: (208)743-9516
ISB# 4979
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRlCT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

6
7

8
9

)
)
)
)

REED J. TAYLOR, a single person,
Plaintiff,
vs.

10
11
12
_3

14
15
16

)

AlA SERVICES CORPORATION, an Idaho)
corporation; AlA INSURANCE, INC., an Idaho)
corporation; R. JOHN TAYLOR and CONNIE)
TAYLOR, individually and the community property)
comprised thereof; BRYAN FREEMAN, a single)
person; JOLEE DUCLOS, a single person; CROP)
USA INSURANCE AGENCY, INC., an Idaho)
Corporation; and JAMES BECK and CORRINE)
BECK, individually and the community property)
comprised thereof,
)

CONNIE W. TAYLOR and JAMES BECK,

19

vs.

21

REED 1. TAYLOR, a single person,

23

)

)
)
)
)

Counterdefendant.
STATE OF IDAHO

24
25

)
)
)

Counterclaimants,

20

22

AFFIDAVIT OF CONNIE W. TAYLOR

)
)

Defendants.

17
18

Case No. CV -07-00208

County of Nez Perce

)
) ss.
)

AFFIDAVIT OF CONNIE TA YLOR

I

AFFIDAVIT OF CHARLES A.BROWN IN SUPPORT OF INTER~:~~,~::oF
4q{)~
SUPPLEMENTAL BRlEF RE MOTION TO INTERVENE CLARK AND FEENEY
LEWISTON. IDAHO

A~""nj

CONNIE TAYLOR, being first duly sworn upon oath, deposes and says:
1. I am one of the Defendants in this action, and make this Affidavit from my own personal
1
2

knowledge.

3

2. Both myself and Defendant James Beck were appointed to the Board of Directors of AlA

4

Services Corporation and AlA Insurance, Inc., in April of 2007. Further, both myself and James

5

Beck have been named as Defendants in the above-entitled action in our capacities as directors of

6

AlA Services.
7
8
9

10

11

3. Attached hereto as Exhibit "A" is a true and accurate copy of AlA Services Corporation
and Subsidiaries Consolidated Financial Statements for December 31, 1995 and 1994.
4. Attached hereto as Exhibit "B" is a true and accurate copy of AlA Services Corporation
and Subsidiaries Consolidated Financial Statements for years ended December 31, 1997 and 1996.

12
DA TED this

I &r:iay of April, 2008.

3

14
Co

15
16

Ie Taylor

SUBSCRIBED AND SWORN to before me this

/If~ay of April, 2008.

17
18

Notary Public in and for the State ofIdaho.
Residing at
therein.
My commission expires: P.-r/dieJU IY

19

ILWt rim

20

I

•

21
22
23
24
~5

AFFIDAVIT OF CONNIE TA YLOR

2

41()L/

IN SUPPORT OF INTERVENOR'S
AFFIDAVIT OF CHARLES A.BROWN
LAW OFFICES OF
SUPPLEMENTAL BRIEF RE MOTION TO INTERVENE CLARK AND FEENEY
LEWISTON. IDAHO B35()'

CERTIFICATE OF SERVICE
1
2

3

4
5
6

7
8

9

10
11

12
3

14
15
16
17
18

19
20

21
22
23

A

I HEREBY CERTIFY that on the
day of April, 2008, I caused to be served a true and correct
copy of the foregoing document by the method indicated below, and addressed to the following:
(i9..

Roderick C. Bond
Ned A. Cannon
Smith and Cannon
508 Eighth Street
Lewiston, ID 83501
Altorneys for Reed Taylor

o
o
o

ro
2l

James J. Gatziolis
Charles E. Harper
QUARLES & BRADY LLP
500 West Madison Street, Suite 3700
Chicago, Illinois 60661-2511
Attorneys for Crop USA Insurance

o
o
o

,f{

e-

Michael McNichols
Clements, Brown & McNichols
32 1 J3 th Street
PO Box 1510
Lewiston, TO 83501
Atlorneys for R. John Taylor

O

o
o
.N..

o

David A. Gittins
Law Offices of David A. Gittins
843 7th Street
PO Box 191
Clarkston, WA 99403
Attorneys for Duclos and Freeman

o
o
o

I)l1

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, ID 83701-1617
Attorneysfor AlA Services andAIA Insurance

8-

o

o

o

.w
~

Dean Wullenwaber
WuIlenwaber Law Firm
703 8th St.
Lewiston, ID 83501
Attorney for Reed Taylor

o
o
o

~

U.S. Mail
Hand Delivered
Overnight Mail
Telecopy (FAX) (208) 746-8421
E-mail: rOd@.scblegal.com;
ned@,Scblegal.comj
legalservices@).clearwire.net
U.S. Mail
Hand Delivered
Overnight Mail
Te1ecopy (FAX) (312) 715-5155
E-mail charper@!fuarles.com;
jjgCciJg uarles. com
U.S. Mail
Hand Delivered
Overnight Mail
Telecopy (FAX) (208) 746-0753
E-mail mmcnicholS@Clbrmc.com
U.S. Mail
Hand Delivered
Overnight Mail
Telecopy (FAX) (509) 758-3576
E-mail david@gittinslaw.com
U.S. Mail
Hand Delivered
Overnight Mail
Telecopy (FAX) (208) 342-3829
E-mail gdb@ltteh.com;jaslz@ft!elz.com

U.S. Mail
Hand Delivered
Overnight Mail
Te/ecopy (FAX)
Email dwlawfirm

cableone.net

~-~4~@J
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AFFIDAVIT OF CONNIE TAYLOR

3

A BROWN IN SUPPORT OF INTERVENOR'S
4q~G
AFFIDAVIT OF CHARLES .
VENE
LAW OFFICES OF
SUPPLEMENTAL BRIEF RE MOTION TO INTER
CLARK AND FEENEY
LEWISTON. IDAHO 83501
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i. Peat

19] 004/043

Marwick LLP

Suito 2000
1211 South West Fifth Avenue
Portland OR 97204

Independent Audito~' Repou

The Board of Directors
AJA Services Corporation:

We have audited the accOmpanying consolidaied balance sheets of AIA Service.c; Corporation
(an Idaho corporation) and $ubsidimles as of December 31, 1995 and 1994, and tho related
consolidated statements of operations. stOCkholders' equity (deficit), and cash flows fOl each
of the yean:; in the three-year period ended December 31. 1995. These consolidated financial
statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these consolidated financial statements based on OUT audits.
We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and petforrn the audit to obtain r~onable assUtaIl<;e about
whether the fmancial statements are free of material misstatement. An audit Includes
examining. on a rest basis. evidence supporting the amounts and disclosures in the financial
statements.. An audit also includes assessing the accounting principles used and significant
estimates made by management. as well as evaluating the oveIall fmancial statement
presentation. We believe that our audits provide a reasonable basis fOl our opinion_
As more fully described in note 3 to the consolidated fmancial statements, the Company
discontinued its insurance underwriting segment effective October 5, 1995, however, disposaJ
of the segment is not yet complete. The Company has inclUded $2,232,637 in intangible assets
in the net Iiabilitie.~ to be db-posed at December 31. 1995 of $6,824,717. These intangible
assets relate to deferred acquisitiOTl costs and cost of insurance and licenses acquired. Due to
the recent lo!!.<;eS incurred by the Company's insurance undetwIiting segment, the fact that they
axe under regulatory control and their licenses have be.en suspended. these assets should, in our
opinion. be fully reserved in order to conform with generally accepted accounting prinqiples.
If these assets are fully reseIved, the net liability to be disposed of at December 31. 1995
would be increased by $2,232,637 to $9,057,354 and the retained deficit would be increased
by the same amount to $21,059,887_
.

- I -:-:-:.'5. t· : "..
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The Board of Directors

ftJA Services Corporation
Page 2

In our opinion, except for the effects of not writing off the intangible assets as discussed in the

preceding paragraph, the consolidated balance sheets of AIA ServiceS COlporalion and
subsidiaries as of December 31, 1995 and 1994, and the related consolidated statements of
operations; stockholders' equity (deficit). and cash flows for each of the years in the three-year
period ended December 31, 1995 present fairly, in an material respects, the consolidated
financial pOSition of N.A Selvices Cmporation and subsidiaries as· of December 31, 1995 and
1994. and the results of their operations and their cash flows for each of the years in the
three-yem peIiod ended December 31, 1995 in confounity with generally accepted accounting
principles.
.
The accompanying 1995 and 1994 consolidated financial statements have been prepared
assuming that AIA SeIvices Corporation and subsidiaries will continue as a going concern. As
discussed in note 1 to the consolidated financial statements.. the Company has suffered
significant losses in 1994 and 1995. primarily attributable to its insurance undciwtiting
segment. This segment was discontinued effective October 1.1995, however, disposal is not
complete. The net liability to be disposed of in the insurance underwriting segment, the recent
losses from continuing operations, negative cash flow from operating activities, obligations to
former and current stock.&oldels and negative stockholders' equity raise substantial dOUbt about
the entity'" ability to continue as a going concern Continuation of the C'...ompany as a going
concern is dependent upon, among other rhings, the ability of the Company to dispose of its
insurance underwriting seg~nt without further investment by the Company, the C..ompany's
abi1ity to generate sufficient ca.<:h from opeIations and to obtain financing sources to meet its
obligations. Management's plan in regaId to these matters are described in note L The
accompanying consolidated fmanciaJ statements do not include any adjustments that might
result from the outcome of this uncertainty.
As djscussed in nore 1 to the consolidated fmancjal statements, effective January 1. 1993, the
Company adopt~ the provisions of SFAS No. 109, "Accounting for Income Taxes",

AprilS, 1996, except notes 8 and 9
are as ofJuly J, 1996, and notc 3(i)
is as of October 7, 1997

-2-
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AIA SERVICES CORPORATION
AND SDBSIDIARIES
Consolidated Balance Sheets
December 31, 1995 and 1994

1m
Cash

$ 1,175,089

Accrued invesbnent income
Irivestments,·available for sale
Real estate, net of accumulated depreciation of
$110,155 and $94,936~ respectiv.ely
Receivables, net of allowancc of $21,755
and $36,943, respectively
Prepaid expenses
Income tax refund receivable
Deferred income taxes
Property and equipment. net
Defened acquisition cost~
Net assets to be disposed

1994
393,378

15,123

6,304

254,449

261,843

167,124

172,421

959,818

1,162,249

417,852

582,766

3,033

3,033

168,577
181,087

808,493
2~98,614

363364

Total assets

$ 3,342,152

§..052,465

See accompanying notes to consoHdated fmancial statements .

-3-
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LiJlhllitiell and Stoclcholders' Deficit
Accounts payable and accrued expenses
Deferred income taxes
Uneamed commissions
Mortgages and note.~ payable
Net liabilities to be disposed

1995

$

3,218,108
646,000
842,011
p,824,71 ?

11.530,836
Obligation to former majority common stockholder

1,790,870
604,240
766.000
1,840,628

5,OQ1.738

1,124,534

Series A preferred stock - redeemable aqd convertible,
no par value, 200,000 shares authorized. 170,562 shares
issued and outstanding (190,310 in 1994)

. 1,7Q5.620

Stockholders' Deficit
Series C convertible preferred stock - $1 par value,
500.000 shares authorized, 200,000 issued and
outstanding
Common stock ~ $001 parvaJue at 1995 and $1.00 at 1994,
11,000.000 (5,000,000 in 1994) authorized, 1.079,520
(1,033,380 in 1994) issued and 1,079.520
(973,334 in 1994) outstanding
Additional paid-in capital
TreasuIY stock. at cost (60,046 shares in 1994)
Unrealized gains (losses) on secmjties available for sale,
net of deferred taxes of $53,420 ($252.809 in 1994)
Retruned deficit

Total liabilities and stockholders' deficit

1994

1,903,101

],686,418

$

10,795

1,033,380
771,318
0.244,153)

(18,827.. 220)

111,199

(493 t 219)
·(919,700)

(17,018.838,)

(852.374)

3 2342,152

AFFIDAVIT OF CHARLES A.BROWN IN SUPPORT OF INTERVENOR'S
SUPPLEMENTAL BRIEF RE MOTION TO INTERVENE
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AlA SERVICE'S CORPORATION
AND SUBSIDIARIES
Consolidated Statements of Operations
Years ended December 31, 1995, 1994 and 199:3

1995

1m

1993

7,473,932
82,866

9,581,600

12,155,683

Revenues:
Commission income
Net investment income
Administrative fees

$

155,161

163,493

~,4J2.955.

:l.Q~S,~70

~,539.531

10,996,753

13,775,331

16,858,707

Expenses:
Commission expense
Write-off of defcued acquiSition costs

3,025,205

4,237,135

5,909,924

General and administrative expense

7,491,331
~64.114

9,475,126
323,710

9,587,440
237,932

13 ,412,41Ji

_14,035,971

15.735.22Q

Total revenues

2,331,166

Interest expense
Total expenses
Income (loss) from continuing
operations before income taxes,
cunnllativee~tofaccounting

change ~ discontinued operations

Provision for (benefit from) income taxes

(2,415,663)

(260,640)

1,123,4] 1

__1170.632)

_~um

31.1,224

(1,645,030)

(210,453)

808,117

(9,005.120)

-14.657 .509)

445.373

(10,650,150)

(4,867,962)

1,253,490

- - -- - -

394.554

(4,867 ,962)

12648 1044

Income (1oss) from continuing
operations before cumulative
effect of accounting change and
discontinued ~ations
Income (loss) from discontinued operations,
ncl of applicable income taXes (benefit)
of $404,853, $(1,051.743) and $34,554
in 1995, 1994 and 1993, respectively

Income (loss) before cumulative
effect of accounting cbange.
Cumulative effect at Januaiy 1, 1993, of income
tax accounting cbange

Net income (loss)

$ (10 16501150)

See accompanying notes to consolidated financial statements_
.- 4-
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AlA SERVICES CORPORA1ION
AND SUBSIDIARIES
Consolidaterl. Statements of Srockholders' Equity (Dcllcil)

Years ended December 31, 1995. 1994 and 1993

Unrealized g;UIIS
andlo~

on securitle.~

Series C
convertible

Balance, December 31. 1992

prcfmro

Common

Additional
paid-in

~tock

~tock

~

1.018,729

$

507,177

Treasury
stock

~uitv ~[i1ies

Retained
earnings
(deficit)

302.025

2.448,718

available
fo! sale and

(1,131,271)

l,Ma,O«

Net income
Unrca1i:a:d invcslmCnt loss

(295,263)

A~tiODOfpnferredstock

Pun:hasc of treasury stock

Balance. ~bcr 31,1993

1,018.729

(148,500)

---

012,882)

--

507.177

(1.244.153)

6,762

Net loss

(4.867.962)

Effect of adoption of SFAS 115
Unrealized holding 1QS,.~cs on
sccuritic.~

3,948.262

(39,179)

available for sale, nel

Issuance of common stock

Balance December 31. ] 9~

14,651

264.141

----

1,033,380

771,318

(1,244,153)

(460,802)

(493,219)

Net loss

(919.700)
(10.650,150)

Unrealized holding gains on
604,418

securities available for sale, net
Purchase of common stock from
fonner majority com:mon
stockholder

(7.740,027)

Change in par value of connnon
stock and stock split

Cancellation of ou~ding
treasury stock
Issuance of Sexies C convenlble
prefern:d shares
Series C preferred dividends
paid Qr declared

Balance, December 31. 199:5

(349.045)
(673,540)

349,045
(1.120,363)

(7,190,277'[.

8.984.180

1.686.418

---$ 1.&.86.418

10,795

--

(67.123)

111,199

(l..§,§27,250)

See accompanying notes to consolidated financial starement.,,_
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1m
C.ashflows from financing activities:
Repayment of borrowings
Capital paid in to discontinued operations

$

(701,743)
(1,500,000)

1m

1924

(491,324)

(1,105.328)

278,792

Issuance of common stock
Repurchase of common stock
Redemption of preferred. stock
Dividends paid to preferred stockholders
Net proceeds from issuance of Series C

(197,481)
(67,123)

(1l2,882)
(7,800)

(89,099)

1,686,418
(5,154.000)

6,~21,~OQ

(36,Q66)

(5,933,929)

6,119869

(1.262,07 2)

1,247,007

263,102

(930,670)

432.~~

lQ2.161

-L1OQ.U4

$

1,679,573

_" 43:6566

169,464

Interest

$

757,413u

353,455

Income taxes

$

Q20.209)
c

preferred stock
Discontinued. opelations financing activities
Net cash (used in) provided by

financJng activities
Net increase (decrease) in cash
Cash at beginning of period
Cash a.t end of period
Supplemental disclosnres of cash flow information:
Cash paid (received) fqr the years ended
December 31 for:

(65,958)

See accompanying notes to consolidated fmandaI statements.
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December 3], 1995 and 1994

(J) Summary of BlLc;lne.<;.<; and Background

(a) D:espription of Busi nef;."l

AlA Services Corporation (the Company). is an insurance holding company based 41
Lewiston, Idaho. Prior to October 1, 1995, the Company had two business segments.
'fhe Insulance Underwriting segment was comprised of the Company's wholly-owned
subsidiary, The Universe Life InSllIUIlcc C'.ompany (UniveIse), and it" wholly-owned
subsidiary, Great Fidelity Life InsllIance C'..-ompany (Great Fidelity). Unjverse and Great
Fidelity sold Jife and health insurance products. Effective OctobeI 1, 1995, the
C'...ompany implemented a plan of disposal of its Insurance Underwriting segment. (See
note 3 for furthet' discussion.)
The Company's continuing operations consist of its Insurance Marketing segment The
principal bus~ness of this segment is marketing insurance products and services to
ranchers and farmers, many of whom are members of agricultur:al associations
(Associations)~ The Company's current products include group health and life insurance
and long-term care insurance. These products are marketed through two subsidiaries,
AIA Insurance, Inc. and AlA MidAmeJica, Inc and are underwritten primarily througb
('..entennjal Life Insurance Company.
The Company has established relationships with state and regional Assodations including
the National Association of Wheat Growers. American Soybean Association, and the
National Contract Poultry Growers Association. These Associations were formed
through the common interests of their members [0 promote specific segments of the
agriculture industry. They are the primaty recognized organizations representing rhe
interests of the grain growers, soybean growels and poultry growers in the United
States. The Company sells group health insurance to these Associations and their
members and provides administrative selvices for such insurance.
The Company provides services to the Associations by acting as the rmuketer and
administrator for Association trusts through whieh group jnsurance programs are made
available to Association members. The Company also acts as the marketet· and
administrator for a mUltiple-Association trust whose participants englfge in farming,
ranching or otheI' agriculture related businesses, As part of the Company's administrative
dUlles, the C'.ompany collectc; Association dues through its regular customer billing
procedure, and in return, the Associations endoIse the Company and ceItain of its
prodUCLCI and seJvices..
(Continued)
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(b) Backsround

The Company haS suffered significant losses in 1994 and 1995, primarily attributable to
its Insulance Underwriting segment. This segment was discontinued, howeveI disposal
is not yet comp]ete.. The net liabilio/ to be disposed of in the Insurance Underwriting
segment, the recent losses from continuing operations, negative cash flow from operating
aclivities, obligations to former and current stockholders and negative slOckhoJders'
equity raise substantial doubt about the entity's ability to continue as a going concern.
Continuation of the Company as a going concern is dependent upon, among other things.
the ability of the Company to dispose of its Insurance Underwriting segment without
furth~ investment by the Company. the Company's ability to generate sufficient cash
hom operations and to obtain financing sources to meet its obligations, The consolidated
:fmancial statements do not include any adjustments that might result nom the outcome of
this uncertainty.
As a result, the Company has made significant changes in 1995, the most significant of
which is lhe disposal of its Insurance Underwriting segment as previously discussed (see
note .3). In addition, the Company repurchased all of the outstanding common shares
owned by its fmmer majority stockholder (see note 8) and completed a restructUIing plan
in which 200,000 shares of Selies C preferred stock was issued with proceeds of
approximately $1-7 million (see note 9). The Company contributed $1.5 million in
capital to Univeme and AlA Insurance, Inc. (a wholly-owned subsjdialY of Universe)
was djvidended to the Company. In addition, par value of the Company's common stock
was changed from $1.00 pel share to $.01 per share and a three-for.·.one stock split was
declared..
.

(2) Summary of Significant Accounting- Policies

(n) Principles ofCQnsoUdatioo
'The consolidated financial statements include the accounts of the Company and its
wholly-owned subsidialies: AIA Insurance, Inc. (AlA), AIA MidAmerica. Inc., AlA
Pacific Marketing Corporation, The Universe Life Insurance Company (Universe). Great
Fidelity Life Insurance Company (Great Fidelity), AIA Bancard Services Corporation,
and AIA Travel, Inc. (in 1993). All material ~ntcrcompany ttansactions have been
eliminated in consolidation. Universe and (}reat Fidelity are shown as discontinued
operdtions (see note 3).
(Continued)
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Notes to Consolidated Financial Statements

(b) TnvS(sttnenl]j

Effective Janu81Y I, 1994, the Company adopted Statement of Financial Accounting
Standards No. 115 (SFAS 115) "Accounting for Celtain Investmentq in Debt and
Equity Securities". SFAS 115 requires that: investments in all debt securities amI. those
equity secmiries with readily determinable market values be classified into one of three
categoIies: held-ta-maturity, trcding or available-for-sale. Oassifica.tion of investments
is based upon management's 'CUTrent intent. Debt !;ecmities which management has a
positive intent and ability to hold until marurity are classified as secUlities held-to· maturity
and are canied at amortized cost aqjusted for unamortized premium 9r discount.
Unrealized holding ?~ns and losses on securities held-to-rnatUrity are not reflected in the
consolidated finanClal statements. Debt and equity securities that arc purchased for
sholt-term resale an: classified as n:ading securities. Trading securities are carried at
market value, with unrealized holding gains and losses included in earnings. All othel
debt and equity secutities not included in the above two categories are classified as
securities available-for-sale. SeClIlities available-for-sale are canied at market value, with
unrealized hoJding gains and losses reported as a separate component of stockholders'
equity, net of applicable income taxes. At December 31, 1995 and 1994, the Company
did not have any investments categorized as trading securitie.<;.. Adoption of thi!; statement
had no effect on the income of the Company.

Prior to 1994, investmen}s in debt secmities wale carried at amortized cost, equity
secUJities were carried at market value and short-term investments were carried at cost.
Changes in unrealized holding gains and losses resulting from the revaluation of equity
secuIities were reported as direct increases and decreases in stockholdelS' equity, net of
applicnble income taxes. Unrealized holding gains and losses of fixed matuIities and
__~~()!1::~e.~i1!Y~~!E?~t:s_~~!l~t.~_cS>~~.!!!<?~~<?!i~t.lt?c:l_~~~c:i~ statcmen~..... _____ . __
The Company's carrying value for investments in the held-to-maturity and
available-fot'-sale category is reduced to its estimated realizable value if a decline in the
market value is deemed other than temporary_ Such reductions in carrying valne are
recognized as realized losses and charged to income- The Company has had no
investmentS where a decline in market value is deemed other than temporary. Premiums
and discounts on debt securities are amortized over the life of the secUIity as an

adjustment to yield using the effective inreresr method_ Realized gains and losses on
disposition of investments are included in net income. The cost of investments sold is
det.ermined on the specific identification method.
(Continued)
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(c) Deferred Policy Acquisition C.Qsts

Prior to 1995, COsts of acquiring insurance business which V31Y with and are primarily
reJated t(J the production of such business were deferred and amortized over the estimated
life of the underlying policy. Such costs include Cettain expenSes related to policy
issuance and undelwnting. These costs were being amortized over five years On a
straight-line basis. Dilling 1995, the Company began the disposal of its Jife and health
underwri~g operations. This involved the disposal of the Insmance Underwriting
segment of Universe and Great Fidelity and the planned disposition of these two
companies. The Company determined that as a result of actions taken to dispo~ of these
two insurance companies, who issue and underwrite the policies related. to the costs
deferred, it is no longer appropriate to defer these costs. Based on this, at December 31,
1995, the Company wlote off $2,331,166 in deferred acquisition costs. jncreasing 1995
expenses by this amount.
(d) PrQverty and Equipment
Property and equipment arc canied at cost less accumulated depreciation. Where
C1pplicable., cost includes interest and real estate taxe.'i incurred dUling constIUction and
other construction rela.ted costs.. Depreciation is computed principally by the straight-line
method using lives Qf 31 to 40 years for buildings and five ~o seven years for equipment

(c) Commission Income
Commission income is recognized ratably over the policy peIioci.
(f) Administrative Fe!:s

AlA is a third-party administratoT for Centennial Life Insurance Company (see note 3),
Universe and various Association trusts providing administrative and data processing
setviccs. All admini~1rative fees result from such anangemcnts and are :recorded as
income upon receipt:. which approximates the time pyriod over which the feeS are earned.
The administrative fees arc calculated on a per policy basis, on a percentage of certain
future policy benefit<:, and also as specific admirm1rative functions are petfonned.
(Continued)
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(g) ,tnCQID{< Jaxes

The Company files a consolidated income
subsidiaries.

tax

return for its non-life insurance

Effective January 1, 1993, the Company adopted SFAS 109 and has rt..'POrted the
cumulative effect ofthc change in the method of accounting for income raxes in the 1993
cODSOJida:ted statement of income.. Under the asset and liability method of SPAS 109,
deferred tax assets and liabilities are recognized for ~ future tax consequences
attributable to differences between the financial statement carrying amounts of existing
assets and liabilities and theft respective tax bases. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxabJe jncotrte in the years in
which those ternpOlaIY differences are expected [0 be' recovered or settled.. Under
SFAS 109, the effect on deferred tax assets and liabilities of a change in tax lates is
recognized in income in the period that includes the enact:Inent date.
(h) Ca.»h

Cash is complised of cash and funds tempoJalily invested (with original maturities not
exceeding three months) as part of the Company's management of day-to-day operating,
cash receipts and disbursements.
(i) Reclassjficati9Ils

C.mtain amountS jn the 1994 and 1993 fmancial statements have been reclassified
conform to the current prcsentation_

to

(j) Management Estimate.'1

The prepcuation of financial statement ill confonnity with generally accepted accounting
pImciples requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amount of revenues and expense
during the reporting period Actual results could di ITer from those estimates.

(3) Universe and Great Fidelity
(a) Discontinued Qperations

Effectivo OctObel 1, 1995. the Company implemented a plan of disposal for its
Insurance Underwriting segment. This plan involves the disposal of the insurance risk
taking subsidiaries. Universe and Great Fidelity.
(Continued)
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Th.e disposal is being accomplished through tran!>fer or disposal of the insurance in force
and sale of the insu.rance companies. The American Long 1 erm C.are Reinsurance Group
assumed 90% of the long telm care policies of both Universe and Great Fidelity effective
July 1, 1995 Centennial Life Insurance Company assumed 100% of the remaining
group health risk effective October 1. 1995. The completion of the disposal is ex.pected
to occur within two years
Assets and liabilities of the insurance companies to be disposed consisted of the
following at December 31:

1m

l221

504;484

39.188

Investments

18.747,515

42,632,274

Accrued investment income

137.952
96,433
22,818,800
234,554

344,210

Cash

$

Income taxes 'receivable
Receivables
Prepaid expenses
Net property and equipment
Deferred income taxes
Deferred acquisition costs
Cost of insurance and licenses acquired

250,495

247,679
5,514.564
295,914
350.142
604,240

Total assets
Policy liabilities
Aceounts payable

3,716.265

45.022\870

55, 840.30Q

43.111,963

8,7.35,624

42,464,979
6,357,957
6,654,000

51~847!581

55.476,2JQ

Securities sold under agreement to repurchase
Total liabilities

Net assets (liabilities) to be dispos~d

$

2,095,824

514,880
_,1 ,717,757

(6,824,117)

363J64

(Continued)
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Summru:y <;onsolidated statements of operations for the insurance companieS to be
disposed of are as follows:
~

Revenues:
Premiums
Invesunentincon1e

Total revenues

1993

1994

$ 24,319.529

28,362.420

1.498,819

...-2.21n..ill

47,753,381
),251.820

25,818,348

30,638,557

51,005.201

22,294,342
5,263,4.31

18,206,135

30,988.864

10,725,832

11,689,953

Expenses:
Benefits
Commissions
Generdl and administrative
expenses
Interest

6,650,656

7,410,292

---2J~,186

--_.i..i5Q

7,822,143
....,_.24,314

Total expenses

34,418,615

36,347,809

50,525,274

(8,600,267)

(5,709,252)

479,927

(1,051,743)

34.554

j4,657509)

445,373

Income (loss) before income taxes

Provision for (benefit from)

income taxes
Net income 0058)

404.853

$ (9,005,120)

Operating results of Universe and Great Fidelity have been shown separately as income
(loss) from discontinued operations, net of applicable income taxes in the accompanying
consolidated statement.. ofoperations. Prior years have been reclassified.
The net liabilities to be disposed at December 31, 1995 of $6,824,717 include
approximately $2,2 million of intangible assets related to deferred acquisition costs and
cost of insurance and li~enses acquired. Due to the recent losses incurred by the
insurance companies, their regulatory status (see notes (i) and G) that follow} and the fact
that their licenses have been suspended, the realizability of these assets is UDCeltam.

All business remaining with Universe and Great Fidelity is in a runoff mode.
Management anticipates no significant gain Or loss from operations for either company
through final disposal date.
At this time, the Company is unable ro estimate proceeds, if any, which may be realized
from final disposal of the remaining net assets (liabilities). Management believes that no
loss will be realized and a gain, if any, will be recorded at closing.

(Continued)
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(b) Summary of Significant Acc01mting Policies

In addition to the accounting policies .fOI continuing operations summarized in note 2, the
following accounting policies relate only to discontinued operations:

(1) Investments
Mortgage-backed secUIities represent participating interests in pools of first mortgage
loans oIiginated and selviced by the issuers of the securitie~L Premiums and
discounts on mongago-backcd securities are amortized.' over the estimated life of the
secutity as an adjustment to yield using the effective interest method.
MOItgage-backed securities are accounted for under SFAS 115.
MOltgage J<?aI1S and policy loans are canied at unpaid principal balances.. Real estate
is carried at cost, less accumulated depreciation.
(2) Deferred ACqUisition Costs
Cost of acquiring insurance business which vary with and are pIima:rily related to the
production of such business are deferred and amortized over the estimated life- of the
underlying policy.. Such costs include cextain expenses related to policy issuance and
underwriting. These costs are being amortized over five years on a straight-line

basis.
( 3) Cost of Immnmce andJ)censes Acquired

The cost of licenSes acquited related to discontinued operations is being amortized on
a straight-line basis ovel 30 to 40 years.

The cost of insurance acquired is being

amortized oyer the premium-paying period of the related policies, estimated to be 5 to
15 years"
(4) Policy Benefits and Other Policy Liabilities
Oniimny life insutance and armuity policy benefit liabilities arc computed on a net
level prerrriurn method using assumptions with respect to cunent invesbnent yield,
mortality. mmbidity. withdrawal r~tes, and other assumptions detennined to be
appropIiate as of the date the.: business was issued or purchased by the Company.
Such estimates were based upon past experience adjusted
adverse deviation from the estimates

Lo

provide for possible

(Continued)
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Reserves for the Universal Benefit (UB). the Withdrawal Value WV). and the
Supplemental Benefit Accumulation (SBA) components of the group accident and
health iUsurdIlCC contracts are computed on a graduated scale from 25% to 100% of
the certificateholders' DB, WV, or SBA balance over a 15 year pedod Using the
f:,'1n.duated scale in effect discounts the reserve for expected withdtawals and therefore
takes credit for expected surrender cha:r~es.. However, this is done on a conservative
basis. While this is not as conseIvative as reserving a full account value, it is
reasonable, sound, and consistent with actuarial principles.
The liability fOT unpaid claims included in the net liability to be disposed is an estimate
of payments to be made on insurance claims for reported losses and estimares of
ineuITed but not repotted claims.
.
(5) Reinsurancs

In 1993, the Company adopted Statem~ of financial Standards No. 113,
"Accounting and Reporting for Reinsurance of Short-Duration and Long-Duration

ContI acts·) (SFAS 113). Reinsulance receivables and prepaid reinsurance premiums
are accounted for and reported separately as assets, net of valuation allowance, rather
than being deducted from the liabIlity for future policy beDefits and claims. _As the
Company's insurance subsidiaries' operations are discontinued, the ~rance
receivables and prepaid reinsurance are included in net liabilities/assets to be disposed
in the accompanyin~ consolidated financial statements The cost of reim;ulance
related to 10ng-ciuratIon contracts is accounted for over the life of the underlying

reinsured policies using assumptions consistent with those used to account for the
underlying policies. Contracts not resulting in the reasonable possibility that the
reinsurer may realize a significant loss from the insuIance risk assumed generally dQ
not meet the cpnditions fOI reinsUrance accounting and arc to be accounted for as
deposits.
Reinsunmce premiums ceded and reinsurance recoveries on benefil~ and claims
incurred are deducted from the respective income and expense accounts
(6) Recognition of Revenues and Coste;

Premiums on Bfe insurance are recognized as revenue when due. Benefits. losses
and related expenses are matched with earned premiums 1n order [0 recognize income
over the term of the contracts. This matchmg is accomplished by means of the
provision for future pOlicyholder benefits, estimated unpaid losses and the
amortization of deferred policy acquisition costs_
(Continued)
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(7) Income Taxes

The Company files a separate consolidated income tax retum for Universe and Great
Fidelity. These subsidiaries qualify for a "small life insurance company" deduction
of 60% of taxable income.
(c) luvestments
The amortized cost, market and statement value of investments a.!, of December 31, 1995
and 1994 follows. The mm:ket values are based on quoted lllillket prices, where
available, or on values obtained from independent pricing services.

1995
Amortized
&;ost

Market

Statement

value

Yilllli<

Available for srue:
Bonds:
U.S. Treasury bonds

Mongage backed securities
Corporate bonds

Common stocks
Total available-for.-sale
Mortgage loans on real estate

Policy loans
Sholt-teIID investments
Other invested assetq

$

4,294,047
8,940,498

348,362

4,529,638
8,803,090
350,925

392,918

349.951

13,975,825
3,521,680
74.316
1,032.564

$

14,033,604

14,033,604
3.521,680
74,316
1,032,564

85,351

__ W5.l

$ 18,689,736

$ 18.747.515
(~Qntinued)
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1994
Market

Amortized
cost
Bel d-to-maturi ty:
Bonds:
Government:
u.S. Treasuty bonds
Mortgage backed
securities
Corporate bonds
Tot:a.1 held-to-maturity

$

~

5,140,090

4,904,025

20,823,713
850,829

19,285,272

26,814,632

802.620
$

24,991,917
"

26,814,632

A vailable-for-sale:

Bonds:
Government:
Mortgage backed

securities
Common stocks
Total available-for-sale

Mortgage loans on real. estate
Policy loans
Short··tenn investment,>
Othel inv~ted assets

7,748,984
405,850

8,490,444
410,418
8,900,862
3,501,780
36,152
4,086,926

$

8, 154,834

8.154,834
3,501,780

36,152

37,950

4,086,926
37,950

$ 43,378,302

$ 42,632 1274

At December 31, 1995 and 1994, investments held with a statement value of $3,915.311
and $3,620,619, respectively, were on deposit with certain state in. runmce departments in
.
order to meet regulatory requirements.
At December 31, 1994, bonds held with a cost of $8,490.444 (IllaIl<d value of
$7,748,9~)

were h~ld as collateral at a bank for borrowed money and were subject to a

repurchase agreement In addition, a U.S, Treasuty note held with a Statement value of
$727,098 and $729,471 at DecembeI 31, 1995 and 1994, respectively, was held in a
Texas district court as seculity for payment of a judgment currently under appeal (see
note 3k).
(Continued)
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Gross unrealized gains and losses. which represent the difference between market value
and amoItized cost on securities under discontinued operations, at December 31, 1995
are as follows;
Gross

Gross

umeaJized
~

unrealized

$ 236,337
2,800

(746)

$ 239,137

(983)

~

IIeld-bo-rnatuIi~:

Bonds:
U.S. Treasury bonds

C.oIpOlate

(237)

A vailable-for-sa1e:
Bonds:
~artgagebackedsecurities

(131,408)

Common stock

$

15,304

(58,27t)

15,304

(195,679)

Gross unrealized gains and losses, which represent the difference between rruuket value
and amortized cost on securities under discontinued operations, at December 31, 1994

are summarized as follows:
Grass

Gross

unrealized unrealized
Held-ta-maturity:
Bonds:
U.S. Treasury bonds

~

~

32,062

(1,570,503)

(236,065)

$

Mortgage backed

(48,209)

COlporate

$ 32,062

(1 1854 1 777)

Available-for-sale:
Bonds:
MOItgage backed securities
Common stock

(741,460)
12.166

06.734)

$ 12,166

Q58,194)

(Continued)
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The amortized cost and rnarl<.et value of debt securities at December 31 , 1995, by
contractual matulity, are shown below. Expected maturities may differ from contractual
matUIitics because borrowers may have the right to call or prepay obligations. Securities
not due at a single malllIity date arc collarera1ized mortgage obligations of govemment
backed securities which have pdncipal payment" throughout the life of the investment,
the timing of which may vary with market conditions.

Contractual maturity:
Dne one year or less
Due one through five years
Due sl~ through ten yeats
Due after ten years

Amoruzed

Market

mS1

value

],026,944

$

3,145,213

8,940.498

8,803,090

13,582,907

13,683.653

Not due at a single
maturity date
$

t,034,975
700,375

697,960
2,917,505

Investment income consists of the following:
1995

Bonds

$ 1,267,947

Preferred stocks

Common stocks

( 16,500)
299,666
4,320
32,842
124,807
131.229

Mortgage loans
Policy loans

Real estate
ShOtt-term investments

1m

1,778,299
24,547

3,310,073
(427,233)
44,238

236,588
1,820

247

167,173
161.113

143.835
170;764
34.248

1,844,311

2,493,320

3,276,172

.J2Q,122

62,022

]4] 980

$ 1,624,189

2,276,137

2,970.699

Other

~sinvestmentexpenses

1994

123,780

(Continued)
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Realized gains and losses on investments are as follows:
i

78,585
(382039)

421,910
(440.536)

1,504,375
(629,506)

$ (303.454)

(18,626)

874.869

$

Gross gains
Gross losses

Proceeds from the sales of fixed maturity securities during 1995 and 1993 were
$601,914 and $49,449;737, respectively. There were no proceeds from the sales of

fixed maturity securities during 1994.
(d) PrQ:perty and Equipment

Property and equipment included as pm-r of discontinued operations at December 31,
1995 and 1994 consist of the foll owin g:

.!.22i
Company occupied properties
Furniture and equipment

$

Less accumulated depreciation

$

1994

32,075
I. 795Aa5.

1.812.714

32,075

1,827,560

1,844,789

1.~11.06~

1,494,647

250,495

350,142

(e) Sale of Real EsW.e

On May 17. 1994, Universe sold a commercial office building helt;l for investment
purposes for $980,000. Universe received three mortgage notes secured by deeds of
trust on unrelated properties with aggregate principal balance of $900,000 anq interest
lates from 7% to 8% per annum. The balance was received
cash_ The Company
recognized a loss of $226,068 on this sale.

m

On March 29, 1994. Universe sold 8.3 acres of undeveloped commercjal property for
$657,000 cash alJd recognized a gain of $288,026.
(Continued)
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On

December 30, 1993, UniveIse sold its home office building fOI $2,650,000 in
connection with a sale and leaseback agreement. Universe received a note secuted by a
deed of trost for $1,987,500 at 8% per annum and the balance in cash. AlA entered into
a. 15 year lease with an option to purchase the property. Universe reported a deferred
gain of $492,629 in 1993 which is being recogni,..ed over the tenn of the lea'ie.. Universe
recognized $32,842 of the deferred gain in both the 1995 and 1994 statement of

operations
(f) Policy UabJ1ities

Policy liabiHties at December 31 are as follows:

Fulure policy benefits

$

Unpaid claims
Other policy liabilities
$

1995

1994

36,988,825
5,877,615

35.562,677
6.696,155

245,523

_206.141

43,111~963

42,464,979

(Continued)
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Activity in the liability fOT claims in the courSe of settlement and unrecorded clalmq .as it
applies to accident and health policies are as follows:
1995
Balance, beginning of year,
accident and health
LesS reinsurance recoverable

$

J2,23

.l221

6,687,155
(3,178,590)

10,913.134
.14,466372)

9.003,557
(1.756.868)

3.508565

6.446,762

7,246,689

19,063,407

6,640,781

22,209,263
1.129,747

26,895,.351
2.847.435

25.704,188

23.339.010

29,742 786

15,177.666
8.371.302

19,315,147
6.962,060

21,027,841
9.514,872

Total paid

2J,548,26"a

2.6,277..'1lJZ

.1O.5~2113

Net balance, end of year
Plus reinsmaIlce recoverable

5,663,785
190,04.0

3,508,565
-ll1~

6,446,762
4.466372

Balance, end of year, accident
and health

5,853,825

6,687,155

lO,913,134

23,790

9,000

207,889

5,877.615

.".,Q,;,696,155

11.121,023

Net balance, beginning of year
InCUIred related to:
Current year
Prior years

Total incUIred

Paid rela.ted to:
Current year
Plioryears

Net life claims liability

rota! unpaid c1aim1),
end of year

$

Claims incurred in 1995 Ielated to prior years result primarily from changes in actuarial
assumptions on sman blocks of busine3s, many of which are closed.
(Continued)
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(g) DiSI>o,c;itjons and Reinsurance
DUling 1995 and 1994, Universe entered into various agreements with The Centennial
Life Insurance Company (Centennial), pursuant to which Universe sold or reinsured its
group univexsal health (GUH) business. Under a ttansfer agreement and related
reinsurance agreements, Universe has transferred all of its GUH morbidity undetwriting
ris~, othex than that related to totally disabled claimants, to Centennial for consideration
with an expected present value of $~.9 million, subject to the profitability of the exi..c;ting
business.
At December 3] • 1995, approximateJy 89% (approximately 44% at
December 31, 1994) of the existing GUll bu..;iness had been transfened Or reinsured.
Universe has paid Centennial. $4.8 million in cash and has also tecorded a $22 million
payable to Centennial at December 31) 1995 ($3.7 mi1lioo at DecembeI 31, 1994). In
return, Cente.nnial has assumed aggregate reserves of $8.3 million. No gain Or loss was
recognized on the transfer. 'The con~ideJ<ltion will be reporte!1 as received over the next
five years. Effective October 1, 1995, the remaining morbidity risk of the GUR
business was ceded to Centennial under a t 00% quota-share reinsurance agreem.ent.

(See note 31 for subsequent event.)
Effective July 1, 1995, 90% of the long-term care business of Universe and Great
Fidelity was ceded to a consortium of reinsmers on a quota-share basis. Universe and
Great Fidelity will receive a ceding fee of ] 5% of first year premium and 8% of renewal

premiums ceded
A summary of significant reinsurance amounts affecting the accompanying financial
statements for the years ended December 31, 1995, 1994 and 1993, is presented below.
'Ib.c ceded balance sheet amounts have been classified as assets in the balance sheets of
Universe and Great Fidelity in accordance with the provision of SFAS 113.
(Continued)
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1995

Assumed
Balance sheets:
Non affiliates:
Future policy benefits and claim.~
Accident and health

Ceded

$

21,214,355

Amounts recoverable
from rein!.llfcrs

67,933

Reinsurance receivables

$ 21,282,288

Statement of operations:
Nonaffiliates:
$

Life insurance premiums

(9,903)

102,752

858,125
1,371,852

11,798,574

150,179

5,784,026

Accident and health
insurance pIemiums
Benefit') and claims

C'.ommission and expense
allowances on
reinsurance ceded

16,924,365

(Continued)
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1994

1993

Balance sheets:
Nonaffiliates:
Furore policy benefits and
claims:

Ute

$

$

Accident and health

2,226,919

4.885.327

5,456
5.152.058

15,520

137,301
3,242,880

6,040,432

Policy and contra(;!.

claims
Annuities

6,274
5,630.492

5,710

Amounts recoverable
261.489

from reinsurers
$

Reinsurance rcccivabTelC

6,143,907

5.162.336

Statements of operations:
Nonafftlilltes:

Life insurance premiums $
Accident:md health
insurllllcc premiums
BenefitS Il.I'ld claims
Commission and expense
allowances on
rei1l3u:rance ceded

701,180

9&0,350

7,770,962
6.003,065
1,822,615

S

696,473

1.045.710

36,583,956
26,644,175

7,808,436
4,905,489

29,534,839

9,210.461

2,419,329

6,993,191

20.180,866

The Company evaluates the fmandal condition of its reinsurers and monitors
concentIations of credit risk arising from similar geographic regions, activities, or
economic chmacterlstlcs of the reinsurers to minimize its exposure to significant losses
from reinsurer insolvencies_ Amounts for ceded future policy benefits and claims would
represent a liability of the Company in the unlikely event that its reinsurers would be
unable to meet existing obligations under rein.cmrance agreements..
(h) Income Taxes

The defened tax assets and liabilities and the valuation allowance at December 31. 1995
related to discontinued operations are as follows:
$ 4,514.845

Dcfctrcd tax assets

(692,649)

Deferred tax liabilities

(3_822.196)

Valuation aJlowance

Ner defened £aX assets

$===
(Continued)
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At December .31. 1995. The Universe Life Insurance Company consolidated group has
approximately $11.400,000 in net operating loss carryfolwards available to offset future
taXable income prior to their expiration in 2010. The Idaho State Tax Commission issued
a Notice of Deficiency Detennination which states that the state of Idaho ne!. operating
loss is to be reduced by approxiniately $1,500,000. The Company has filed written
protest and plans to 'contest the detetmination.
(i) Regulatory Requirements and.Qther Matters

Generally, the net aSsets of Universe and Great Fidelity available for transfer to the
Company are limited to the amounts by which the net assets exceed minimum capital
requirements.
Under Idaho insmance law. dividends may be paid by Universe only from profits or
earned surplus and require Idaho InsurdIlce Department (Department) approval if the
dividend is in excess of the greater of 10%' of surplus or net gain from operations of th~
plio[ year' Universe may not pay a dividend without prior approval from the
Department.
UndeI Indiana insurance law, the minimum statutory capital and surplus required is
$450,000. Great Fidelity may not pay dividends that reduce sUlplus to less than 50% of
capital stock.. Extraordinary dividend paymeritS which exceed the greater of the net gmn
from operations of 10% of surplus from the preceding year require approvaI"from 1he
Indiana Commissioner of Insmance
.
Universe and Great Fidelity file annual statements wi~ the Department of Insurance of
the states of Idaho and Indiana, respectively, prepared on the bru,is of accounting
ptactices prescribed Or permitted by such regulatory authOlities: Prescribed statutoIY
accounting practice... include a v-driety of publications of the National Association of
Insura;nce Commissioners (NArC), as well as state laws, regul"!tion.~ and general

administrative roles. Permitted statutory accounting practices encompass all accounting
practices not so presctibed. The Company has no matexial pcnnitted statutory accounting
practices, except for a gain of $4-9 mHlion related to Universe's sale of its GOO business
ac; desCIibcd In note 3(g) recognized as an asset and income undel statutory accounting
practices.
.
(Continued)

- 27-

AFFIDAVIT OF CHARLES ABROWN IN SUPPORT OF INTERVENOR'S
SUPPLEMENTAL BRIEF RE MOTION TO INTERVENE

04103/2008 THU 14:45 FAX 2

~031/043

8159 AlA INS INC

AlA SERVICES CORPORATION
AND SUBSIDIARIES
Notes to Consolidated Financial Statements

The following reconciles the :.1:atlltOry net loss and statutory capital and surplux of
Universe and Great Fidelity. as filed with regulatory authorities, to the net loss and
stockholders' deficit included in the accompanying consolidated financial st:arements (as
discontinued operations) based on generally accepted accounting principles (GAAP) for
the year ended December 31, 1995:
NetI.o~!l

Statlltory net loss
Adjustments to reconcile to the basis of GAAP:

$

Futuro policy btmefits

(391,053)
(2, 717,080)

Gain on sale of GUH business
Deferred income tll.xcs

(823,709)

(404.853)

.

Depreciation and amor1ization
Deferred gain on sale of real estate

(l53,l31)
32,842
(1,580,945)
(1.792.328)
(27.059)
(987,805)

Deferred acquisition costs
Cost of insurance and licenses acquired
Prepaid expenseS
Interc~t maintenance reserve
Other

.J.l.S.2M2)

Net loss in accordance with aMP

$ (9,005.120)

Stockholders' 'Qyficit
Statutory capital and surplus (deficit)
Cmnu1ative effect of adjw;tmcnts to
reconcile to the basis of GAAP:
Deferred Dcquisition costs
Cost of jnsurance and licenses acquired
Non-admitted assets
Gain on sailS of GUB busIness
Cost of licenses
Asset v~lu.ation reserve
Interest maintt:mmcc reserve
Future policy benefits
Difference between amortlzed cost and fujr
value of debt and equity securities available
for sale, net of deferred t<IXes
Prepaid expenses

$ (1.243.215)

425,974
469.704
1,495,258
(4,900,000)

1.235.511
187,105
840,847
(5,119,297)
100.744
93,749
15,848

Property and equipment, net
Deferred gain on sale of real estnte

(426.945)

Net liabilities to be disposed

$ (6.824.7l7)

(Continued)
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An examination of Universe, initiated in Septt;mbeI 1993 for the two year period ended
December 31, ] 992, was conducted jointly by the Idaho, Nevada and Texas insurance
departments, The examiners' report noted signific~t accounting change requirements as

fonows:
The examination proposed that the valuation for statutory accounting purposes of
AlA common stock be reduced from its cost basis to its GAAP book value, net of
all deferred acquisition costs. This proposed adjustment would cause a
$5,706,713 statutory write-down of the carrying value of AIA.

On August 23, 1995, the C'..ompany eooUlDuted $] 5 million in capital to Universe and
AIA was reorganized a<; a direct subsidiary of the Company. . This reorganization is
consistent wjth regulatory concerns and objectives of the C..ompany to replace the AlA
carrying value for Universe's statuLory capital purposes. This transaction received
regulatory approval on AUgust 14, 1995
On Mruch 5, 1996, at the direction of its BOOrd of Direct01s. Universe and !he Idaho
Department of In..",urance (the DepartmeJ;lt) entered into a StipUlation and Order of
Rehabilitation (the OrdCI) in the District Court of the Fourth Judicial District of the State
of Idaho (the Court), Pursuant to the Order, the rehabilitator appointed by the

Department:
•

!\hall take possession of the assets of Universe and conserve, hold, manage and
administer all the assets of Universe under the geneIal supavlStOn of the CoUIt;

• is vested with title to all property assetl), contJa.cts and rights of action Qf
Universe, of whatever natule and whereveI located, whether beld directly or
•

indirectly;
shall have access to all assets, books, record,;, files, credit cards and othel
property of Universe.

Tn addition, any agents, brokers or other persons holding or receiving funds on behalf of
UniveIse shall account for and pay sueh fund.~ 3..<; directed by the rehabilitator; and all
secured creditors or parties, pled!?ees. lien holders, collateral holders or other persons

claiming secured, prioIity interest m any'propelty Or a.<;set~ ofUniven:;e are enjoined from
taking any steps to transfer, sell, assign, encumber, attach, dispose of or exercise rights
in or against any property or assets of Universe.
(Continued)
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In addition, Great Fidelity consented to a modified supervision order issued by the
Indiana Department of lnsuran<;e on March 6, 1996. This ordeI pIovides that the
C.ompany sball. not, without ~or written approval from the Indiana Departrtient of
Insurance, do any of the followmg during the period of supervision:
1

Dispose of, convey. or encumber any asset<: Or business in force;

2. WithdIaw funs from any bank. acconnts or otherwise disburse assets, except pay
direct, unafflliatcd policy holder claims or normal operating expenses;

3 . Lend any funds.
4. Invest any funds, except in ceItificate of deposits 01 in securities guaranteed by
the full faith and credit of the United States Government;
5, TIansfer any property;
6 Incur any debt, obligation, or liability except in the ordinary course of business
and to an unaffiliated patty;

7. Merge or consolidate with another company;

8" Enter into any new rein!'>unmce contract or agreement ,or any amendment or
modlfication to m:l existing reinsurance contract or agreement;
9. Enter into any new lines of business.
Under both orders, managemont of both companies is retrineci The objective of the
Idaho Department is returning Universe to statutory compliance with respect to !Dinimum
capital and suIplus requirements of the various juIisdictions in which Universe bas either
active or suspended ceItificate..<; of authority ,

qn August 8, 1997, a formal Plan of Rehabilitation (the Plan) was filed with the CauIt

111e ~lan calls for the recession of the transfer and reinsurance agreements entered into
with Centennial dUting 1994 and 1995 related to Universe's GUH product (!'\ee note 3g)Centennial will retum the reserves on the business transferred; plus jnterest, less
reimbursement for actual direct expenses.' All policies will be terminated and certificate
holders will be offered replacement coverage on a guatantecd issue basis (for a limited
lime) by a third party insllrer" The replacement plan will be designed to provide health
insurance coverage comparable to that offered under the health benefits poItion of the
GUH plan. To the extent of asSets in excess of the claims reserve, the rehabilitator shall
pay the amount of the respective SBAIUB cash withdrawal benefit to each GUll
cenificate holder as of the dale of termination of the policy. Funds in excess of the
amount" needed to compensate Centennial for its expenses and to complete the
processing and payment of final claims wiJI remain in the COUlt pending compJetion of
the rehabilitation process. The rehabilitator will be entitled to draw upon these funds as
necessary to fund the expenses of winding up the rehabilitation.
(C'..ontinued)
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On Ocrober 7, 1997 a stipulation was ftled with the Court to consent to the entry of
Fjndings, Conclusions and Older approving the Plan of Rehabilitation (the Order) The
Order approved the Plan of Rehabilitation ftled on August 8, 1997 with only minor
modifications.
(j) Risk Based Capini]

The annual statement instructions of the National Association of Insurance
Commissioners require the calculation of risk-based capital (RBC) for all life insurance
enteIprises. The RBC serves as a benchmark for the regulation of life insurance
companies by state jnsurance regulators. RBC provides for suIplus formulas similar to
target suIplus f~Imulas used by coIIlIlla'Cial rating agencies. The formulas 8~ify
various weighting factors thar arc applied to financial balances or various levels of activity
based on the perceived degree of risk, and are set fOIth in the RBC requirements. Such
fonnulas focus on fOUl general types of risk: (a) the risk with respect to the Compants
assets (assets or default risk); (b) the risk of adverse im;lU<lnce experience \Vith respect to
the Company's liabilities and obligation.c; (insurance or underwxiting risk); (c) the interest
rate risk with resp!'!Ct to the Company's business (assetlliability matching); and, (d) all
other business risks (management, regulatoIY action, and' contingencies). The amount
determined under such formUlas is called the authOIized. coritrollevel RBC (ACLC).
The RBe guidelines define specifIC capital levels based on a company's ACLC that arc
determined by the ratio of the Company's total adjusted capital (TAe) to its ACLC. TAC
is equaJ [0 statutory capital, plus the Asset Valuation Reserve and any voluntary
invesonent reserves, 50% of dividend liability, and certain other specified adjustments.
The specific capital levels, in declining OIdel. and applicable ratios are ~enexally as
fonows: "Company AptionLevel" where T AC is less than or equal to 2.0 tunes· ACLC;
'~egulatory Action LeveY' where T AC ;s Jess than or equal to 1.5 times ACLC;
"Authorized ContIol Lever' where rAe is less than or equal to LO times ACLC;
"Mandatory Control level" where TAC is less than 01' equal to 0.7 times ACLC.
Companies at the Company Action Level must submit a comprehensive financial plan to
the insurance commissioner of the state of domicile. Companies at the Regulatory Action
Level are subject to a mandatory examination' OI analysis by the commissioner and
po~ible required com:ctive actions_ At the AuthQIized Control Level, a company may be
subject to, among othel things, the commissioner placing it under regulatory control. At
the Mandatory Control Level, the insurance commissioner is required to 'place a company
undel regulatory controL
At December 31, 1995. UniverSe fen into the mandatory control level as its TAe was a
deficit of $1,056,110 or a negative 3 .. 6 times its AQ.,C ($5,388,889 or 2.9 times its

ACLC in 1994)_ (See section (1) above.)
At December 31, 1995 Great Fidelity's lAC was $3,617,855 or 459 times it~ ACLC
($3,692,520 or 9.3 times its ACLC in 1994) Accordingly, Great Fidelity does not
currently fall into one of the above levels.
(~ontinued)
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(k) Contingencies

Various lawsuits. against Universe have arisen in the ordinary course of business,
Management believes that contingent liabilities arising from this litigation arc not material.
(4) Tnvestments

As discussed in note 1, the Company adopted SFAS 115 on January 1, 1994, the impact
of which was not material to the Company's financial condition or results of operations.

Statement of Financial Accounting Standards No 119, "Disclosures About Derivative
'-Fjnandal Investments and Fair Value of Financial Investments", 1eqUireS additional
disclosures concerning derivative financial investments which have off-balance sheet risk.
The Company owns DO financial investments which fall within the scope of this statement.
,

The amortized cost, market, and statement value of investments as of December 3 I, 1995
and 1994 follows_ The market values are based on quoted market prices, where available.
or on values obtained from independent pricing selvices.
Amortized
cost

-

122j

Market
~

Statement
value

Avmlablc for sale:
Prefelred stocks

$ 245,474

245,474

Common stocks

8.975

8.975

-.-

$ 254.449

~4A49.

2$4,449

Total investments
available..for-sale

Amorti2ed
gill

1221

Marl<et
value

Statement
value

Available for sale~
Ptefetred stocks

Common stocks

$ 245,474
16.369

245,474
16,369

---.-

$ £61,843

261,843

261,843

Total investments

available-For-sale

(C'..ontinued)
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(5) Property and Equipment

Property and equipment consist of the following at December 31:

Company occupied pmpelties
Fumit~re and equipment
TI ansportation equipment

1995

1994

87.794
586.345
].650

87.542
591,363
J.418,655

675,789

2,097,560

494,702

1.2~2,O67

$ 181,087

808,493

$

Less accumulated depreciation

TIan.sporfution equipment consisted primarily of aircraft which was transferred at book
value.. net of encumbrances., to the previous majority stockholder including a related note
payable. This tnmsfer was pazt of the Company's restructuling which is further desCTibed
in notes 8 and 9
.
(6) Mort1!ages and Notes payable

Mortgages and notes payable consist of the following:
1994.

J.22:j

MOItgages on real estate - 11.75%. due 2003
Notes payable:
BMk loan - at prime plus 1%, due 1996.
collateralized by Universe stock and
certain ca..~h balances, restrucrurcd July
1994. repaid March 29, 1996
Teun loans - 8% to 10.25%, due 1997 to 2003,

unsecured

76,665

81,147

625.919

1,055,711

139.427

703,770

$ 842,011

1,840,628

$

(Continued)
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At December 31, 1995, the prime rate was 8.5 %

Aggregate maturities of rnortgages and

notes payable over the next five years arc as follows:
1996

$ 704,267

1997

75,492
9,377
9,974
11,211

1998

1999
2000
Thereafter

3\,690

$. 842,011
(7)

Income Taxe~
The provision for income taxes from continuing operations consists of the following:

l.221

1m

i3.116
(63.303)

10,958
304,336

$ (770,633) (50,182)

315,294

1995
$

Current

Deferred

2,184
(772.817)

Provision for (benefit
from) income taxes
Def~ITed

income 1:mc.es reflect the impact of "temporaty differences" between amounts of
assets and liabilities for financial reporting pU1poses and such amounts as measrued by tax
laws.
(Continued)
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The significant componenrs of the Company's net deferred tax assets and liabilities are

summarized a.~ follows:
12.2.~

Defened tax assets:
Policy reserves
Net unrealized losses on
available for sale securities

1994

1993

194,114

1,718,306

1,884,928

61,328
424 ..4~O

253,650
1,290,304
246,215

875,941
380,622

5,531,111

3,508,475

l..141 ,421

$

4,181,239

Net operating loss cftnyforwards
Other

Deferred tax liabilities:
Deferred policy acquisition costs
Tax over book depreciation
and amoltization
Deferred gains on installment sales

(172,422) (1,208,213) (2,387,229)

of real estate
Other

(172.715)

(608,771)

(:319,954)
.-144.480)

(344,639)

(204,270)

.-1Q~.2BS)

--.140 ,~1Q)

J109.~11)

Valuation allowance
Net defetrcd tax asSet Oiability)

0,050,963)

(2,221.2Q8) ().QB~.OO2)

(4,652,963) (1,280,567)

$

(777,662)

168,577

(1,319 1 l73)

The defcned tax assets and liabilities and the valuation allowance at December 3]. 1995
related to contimting operations are as follows:

Deferred tax assets
Deferred tax liabilities
VaJuation allowance

$ 1,016,266

(16,922)
~767)

Net deferred tax. asset

$

16&,577

The change jn the valuation allowance for the years ended December 31. 1995 and 1994
was an increase of $3.372,396 and $502,905, rel>-pectively The valuation allowance did
not change in 1993_
(Continued)
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IN THE DISTRICT COURT OF
E SE
ND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND
THE COUNTY OF NEZ PERCE

REED 1. T AYLOR, a single person,

)
)

Plaintiff,

)
)
)

v.

CASE NO. CV07-00208

)

AIA SERVICES CORPORATION, an Idaho )
corporation; AlA INSURANCE, INC., an
)
Idaho corporation; R. JOHN TAYLOR and
)
CONNIE TAYLOR, individually and the
)
community property comprised thereof,
)
BRIAN FREEMAN, a single person; and
)
JOLEE DUCLOS, a single person; CROP
)
USA INSURANCE AGENCY, INC., an
)
Idaho corporation; and JAMES BECK and
)
CORRINE BECK, individually and in the
)
community property comprised thereof;
)

OPINION AND ORDER ON
PLAINTIFF'S MOTION TO
COMPEL DOCUMENTS
PROVIDED TO DEFENDANTS'
EXPERTS RELATIVE TO
PLAINTIFF'S MOTION TO
DISQUALIFY

)

Defendants.

)

This matter is before the Court on Plaintiffs Motion to Compel filed October 15, 2008.
On October 20,2008, the Court heard Plaintiffs Motion to Compel along with Plaintiffs Motion
to Disqualify and Defendants' Motions to Submit Documents in Camera as the motions were all
related. The Court took the motions under advisement. Shortly thereafter, the Court granted
OPINION AND ORDER ON PLAINTIFF'S MOTION TO COMPEL
DOCUMENTS PROVIDED TO DEFENDANTS' EXPERT'S RELATIVE TO
PLAINTIFF'S MOTION TO DISQUALIFY

Defendants' motions to submit the documents sought by Plaintiff to the Court in camera. Based
in part on the in camera documents, the Court later entered its Opinion and Order on Plaintiffs
Motion to Disqualify the Attorneys and Law Firms of Hawley Troxell Ennis & Hawley LLP,
Clements Brown & McNichols, P.A., and Quarles & Brady LLP. The Court now addresses
Plaintiff s motion to compel disclosure of the documents provided to the Court in camera.
After careful review of the documents sought by Plaintiff, the Court finds the documents
are work product subject to attorney/client privilege and not discoverable. Therefore, Plaintiffs
Motion to Compel is hereby DENIED.

Dated this

7

day of January 2009.

OPINION AND ORDER ON PLAINTIFF'S MOTION TO COMPEL
DOCUMENTS PROVIDED TO DEFENDANTS' EXPERT'S RELATIVE TO
PLAINTIFF'S MOTION TO DISQUALIFY

CERTIFICATE OF MAILING
I hereby certifY that a true copy of the foregoing ORDER was:

~a-;c""; ",/

__
/_hand delivered via court basket, or

___ mailed, postage prepaid, by the undersigned at Lewiston, Idaho, this
January, 2009, to:
Roderick C. Bond
Smith and Cannon
508 Eighth St
Lewiston, ID 83501

David R. Risley
Randall, Blake & Cox
PO Box 446
Lewiston, ID 83501

Michael S. Bissell
7 S Howard St
Spokane, VVA 99201

James Gatziolis
Charles E. Harper
Quarles and Brady LLP
500 VV Madison St., Ste 3700
Chicago IL 60661-2511

Michael E. McNichols
Clements, Brown & McNichols
POBox 1510
Lewiston, ID 83501

Charles Brown
PO Box 1225
Lewiston, ID 83501

David A. Gittins
PO Box 191
Clarkston, VVA 99403
Gary D. Babbitt
D John Ashby
Hawley, Troxell Ennis & Hawley LLP
PO Box 1617

3

L~ay of

2
3

4
5

6
7
8

9

DAVID R. RISLEY
RANDALL, BLAKE & COX, PLLC
P.O. Box 446
1106 Idaho Street
Lewiston, Idaho 83501
(208) 743-1234
(208) 743-1266 (Fax)
ISB No. 1789
IN THE DISTRICT COURT OF THE SECOND JUD ..
STATE OF IDAHO, IN AND FOR THE CO
REED J. TAYLOR, a single person,

10
Plaintiff,

11

12
13

14
15
16
17
18
19

v.

AIA SERVICES CORPORATION, an Idaho
Corporation; AIA lNSURANCE, lNe., an
Idaho Corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
lNSURANCE AGENCY, lNC., an Idaho
Corporation; and JAMES BECK and
CORRINE BECK, individually and the
community property comprised thereof,

20

Defendants.
21
22

CONNIE W. TAYLOR and JAMES BECK,
Counterclaimants,

23

24
25

v.

CASE NO. CV07-00208

DEFENDANTS CONNIE TAYLOR,
JAMES BECK AND CORRINE BECK'S
and
COUNTERCLAIMANTS
CONNIE W. TAYLOR
AND
JAMES BECK'S

)

)
)
)
)
)
)
)
)
)
)
)
)
)

MOTION FOR STAY
OF DISCOVERY PENDlNG DECISIONS
ON
MOTION FOR PARTIAL SUMMARY
JUDGMENT, MOTION TO lNTERVENE
AND MOTION FOR RECONSIDERATION
PURSUANT TO IRCP 26(c)
AND
FOR AN ORDER ESTABLISHING
THE SEQUENCE AND TIMING OF
DISCOVERY UNDER IRCP 26(d)

)

REED J. TAYLOR, a single person,

26

Counterdefendant.
27

)
)
)
)
)
)
)
)
)
)
)
)

,-".LlI"'-"

)
)
)
)

(ORAL ARGUMENT REQUESTED)

28
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Randall, Blake & Cox, PLLC
ATTORNEYS AT LAW
Post Office Box 446
Lewiston, ID 83501

1

2

COMES NOW, the Defendants, Connie Taylor, James, Beck and Corrine Beck,

3

and the Counterclaimants, Connie W. Taylor and James Beck, pursuant to IRCP 26(c)

4

and IRCP 26(d), move the Court for order staying all depositions, or, in the alternative,

5
staying all discovery until the Court can enter an order establishing the sequence and

6
7

8

9

10

timing of discovery, pending the Court's ruling on the following motions:
1.

Motion for Partial Summary Judgment (hereinafter "Illegality

Motion") by Defendants and Counterclaimants Connie Taylor and James Beck,
filed herein on April 16, 2008.

11

12
13

14
15

16

2.

Motion to Reconsider Admission of Plaintiff's Counsel Pro Hac

Vice (hereinafter "Pro Hac Vice Motion") by Defendants AIA Services, AIA
Insurance Inc. & Crop USA, filed herein on August 19,2008.
3.

Motion by the 401 (K) Profit Sharing Plan of AlA Services Corp. to

Intervene and Memorandum of Law in Support Thereof (hereinafter "Intervention

17

18

Motion") filed herein on August 26, 2008.

19

In support of this Motion for Stay of Discovery, Defendants, Connie Taylor,

20

James, Beck and Corrine Beck, and the Counterc1aimants, Connie W. Taylor and James

21

Beck, allege as follows:

22

1.

This matter was previously stayed by the Court on or about

23

24
25
26
27

28

September 24, 2008 by its Order Setting Hearing on Motion to Disqualify and

Order of Stay (hereinafter "Stay Order").
2.

Said Stay Order was made necessary by Plaintiffs actions seeking

to disqualify various defense counsel by Plaintiff Reed J Taylor's Motion to

Disqualify the Attorneys and Law Firms of Hawley Troxell Ennis & Hawley, LLP;
MOTION FOR STAY OF DISCOVERY-Page 2
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ATTORNEYS AT LAW
Post Office Box 446
Lewiston, ID 83501

4qt.( 8

1
2

Clements, Brown & McNichols, P.A.; and Quarles & Brady LLP ("DQ Motion")

3

filed September 4, 2008, and were bootstrapped on the Plaintiff s lawsuits against

4

defense counsel; specifically, the cases filed August 18, 2008 in the District Court

5

of the Second Judicial District of the State ofIdaho, in and for the County of Nez
6

7
8
9

10

Perce, entitled Reed J Taylor v. Michael E. McNichols, et al., Case No. CV081763 and Reed J Taylor v. Garry Babbitt, et aI., Case No. CV08-1765.
3.

At the time of the Court's Stay Order, the Illegality Motion, the

Pro Hac Vice Motion and the Intervention Motion were pending.

11
4.

The Plaintiffs DQ Motion had the effect of stalling all forward

12
13

14
15
16

progress on the pending motions until this time.
5.

No decision on the Illegality Motion, the Pro Hac Vice Motion and

the Intervention Motion have been made, nor have they been scheduled for
hearing.

17
18
19

20
21
22

6.

A decision in favor of the Illegality Motion would have enormous

impact on the nature, scope and cost of any further discovery.
7.

Decisions on the Pro Hac Vice Motion and/or the Intervention

Motion will determine what parties and what lawyers may participate in discovery
with all rights and protections afforded by the Idaho Rules of Civil Procedure.

23

24
25

26

8.

On or about January 9,2009, the Plaintiff unilaterally, and without

consent of counsel, noticed up the depositions of Connie Taylor and Jim Beck for
the week of February 2,2009.

27
28
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1

9.

2
3

4

Plaintiffs counsel has advised that the depositions of Connie

Taylor and Jim Beck would take all or substantially all of the week of February 2,
2009.

5
6

7

10.

The Plaintiff initially agreed to stipulate to the participation by

Charles A. Brown, as the attorney for the Intervenor and the 401(K) Profit

8

Sharing Plan for the AlA Services Corporation, during those depositions, but has

9

now refused to so stipulate.

10

See, the Affidavit of Charles A. Brown, filed

concurrently herewith.

11

12
13

14

15
16

11.

Charles A. Brown will not participate in the depositions of Connie

Taylor and Jim Beck without a Court order authorizing his participation for the
reasons stated in the Affidavit of Charles A. Brown filed concurrently herewith.
12.

Substantial discovery and extraordinary discovery disputes are

outstanding between all the parties and intimately effects the interests of the

17
18

parties seeking to intervene in this matter. A copy of a submission by Plaintiffs

19

counsel is attached to the Affidavit of David R. Risley in Support of Motion to Stay

20

Discovery filed concurrently herewith and incorporated herein by reference to

21

illustrate the depth, complexity and nature of the discovery issues.

22

This

submission is not incorporated to admit its accuracy but only to illustrate the

23

24
25

26
27
28

likelihood that no agreement on the sequence and timing of discovery is likely
without help from the Court.

13.

On January 14, 2009, counsel for all parties had an extensive

telephonic conference in an honest attempt by Defendants' counsel to resolve
outstanding discovery issues. The conference reached no concrete resolution on
MOTION FOR STAY OF DISCOVERY-Page 4
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1

2

the many outstanding issues and ended in a fashion that indicated that the parties

3

will be unable to agree on the sequence and timing of discovery.

4

14.

Compliance with discovery requests, resolution of these disputes,

5

and the depositions of Connie Taylor and James Beck impose substantial expense

6
7
8

9

10

of time, money and effort, which may need to be conducted again if Mr. Brown
cannot participate in the depositions or if Mr. Bond does participate.
15.

The depositions of Connie Taylor and James Beck have no direct

impact on the issues before the Court regarding the Pro Hac Vice Motion and

11
12

13

14
15
16

Intervention Motion.
16.

A decision on the Illegality Motion will greatly streamline the

remaining discovery necessary by the parties.
WHEREFORE, Defendants, Connie Taylor, James, Beck and Corrine Beck, and the
Counterclaimants, COlmie W. Taylor and James Beck, respectfully request that the Court:

17
18

1.

Exercise its discretion under IRCP 26(c) to stay the depositions of

19

Connie Taylor and Jim Beck now set for the week of February 2, 2009; or, in the

20

alternative,

21

22

2.

Exercise its discretion under IRCP 26(c) to stay all discovery

pending decisions on the Pro Hac Vice Motion and Intervention Motion; or, in the

23

24
25

alternative,
3.

Exercise its discretion under IRCP 26( c) and IRCP 26(d) to limit

26

discovery to issues related to the support and opposition to the Illegality Motion;

27

or, in the alternative,

28
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1

2

3

4
5

4.

Exercise its discretion under lRCP 26(d) to enter an order

establishing the sequence and timing of discovery and staying all discovery
pending the entry of such an order.
DATED this 22nd day of January, 2009.

6

RANDALL, BLAKE & COX, PLLC
Attorneys for Defendants Connie Taylor,
J ames Beck and Corrine Beck, and
Counterc1aimants Connie W. Taylor and
James Beck

7
8

9

10
11

By:_-+-K----+-==<I~_ _ _ _ _ _ __

12

R. RlSLEY
ISB No. 1789

13

14
CERTIFICATE OF MAILING

15

16
17

18
19
20
21

22
23

24
25

26
27

I certify that on January 22,2009, at my direction, the foregoing Motion For Stay
Of Discovery Pending Decision On Motion To Intervene And Motion For
Reconsideration Pursuant To IRCP 26(c) and For An Order Establishing The Sequence
and Timing of Discovery Under IRCP 26(d) was served on the following in the manner
shown:
Counsel for Plaintiff: (copy)
Roderick C. Bond
Smith, Cannon and Bond, PLLC
508 8th Street
Lewiston, ID 83501

[
[
[

Counsel for Plaintiff: (copy)
Michael S. Bissell
Campbell, Bissell & Kirby, PLLC
7 South Howard Street, Suite 416
Spokane, WA 99201-3816

[
[
[

]
]
]

[ ]

[tY
]
]
]

tJ

U.S. Mail, Postage Prepaid
Hand Delivery
Facsimile (208) 746-8421
Overnight MaillFederal Express
Email (rod@schlegal.com)

U.S. Mail, Postage Prepaid
Hand Delivery
Facsimile (509) 455-7111
Overnight MaillF ederal Express
Email (mbissell@cbklawvers.com)

28
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1
2

3

4
5
6
7

CERTIFICATE OF MAILING (continued)
Counsel for AIA Services Corporation,
AIA Insurance, Inc. and Crop USA: (copy)
Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley, LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, ID 83701-1617

[ ]
[ ]
[ ]

~}

U.S. Mail, Postage Prepaid
Hand Delivery
Facsimile (208) 342-3829
Overnight MaiVFederal Express
Email (GBabbitt!@hawlevtroxell.com&jash!@hteh.com)

8
9

10
11

Counsel for Crop USA Insurance: (copy)
James J. Gatziolis
Charles E. Harper
Quarles & Brady, LLP
500 West Madison Street, Suite 3700
Chicago, IL 60661-2511

U.S. Mail, Postage Prepaid
Hand Delivery
[ ] Facsimile (312) 715-5155
[ ~ / Overnight MaiVFederal Express
[ " Email Cchamer@guarles.com&jjg1alguarles.com)
[
[

]
]

12

13

14
15
16

17
18
19

Counsel for R. John Taylor: (copy)
Michael E. McNichols
Clements, Brown & McNichols
321 13th Street
P.O. Box 1510
Lewiston, ID 83501
Counsel for Duclos and Freeman: (copy)
David A. Gittins
Attorney at Law
843 Seventh Street
Clarkston, W A 99403

[
[

[ ]

[J
[
[
[

]
]
]

[V

20

[V]

21

Counsel for AIA Services 401(K) Plan: (copy)
Charles A. Brown
[ ]
Attorney at Law
[ ]
[ ]
P. O. Box 1225
Lewiston, ID 83501

22
23

24

U.S. Mail, Postage Prepaid
Hand Delivery
Facsimile (208) 746-0753
Overnight MaillFederal Express
Email (mmcnichols@cIbrmc.com)

U.S. Mail, Postage Prepaid
Hand Delivery
Facsimile (509) 758-3576
Overnight MaiVFederal Express
Email (david@gittinslaw.com)

[I

25
26
27
28
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